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FSP Section 2000
Checklists and Illustrative
Financial Statements for Banks
and Savings Institutions
.01 The checklists and illustrative financial statements included in this section have been developed by
the staff of the Accounting and Auditing Publications Team of the AICPA as nonauthoritative technical
practice aids. At the request of certain AICPA members, these checklists are also being made available for
purchase by AICPA members subject to their recognition of the following:
•

The checklists and illustrative financial statements do not include all disclosures and presentation
items promulgated; as a result, pronouncements deemed unlikely to be encountered in financial
statements of banks and savings institutions are not included.

•

The checklists and illustrative financial statements are "tools" and in no way represent official
positions or pronouncements of the AICPA.

•

The checklists and illustrative financial statements have been updated through SAS No. 85, SSARS
No. 7, FASB Statement of Financial Accounting Standards (SFAS) No. 131, FASB Interpretation No.
41, FASB Technical Bulletin No. 94-1, AICPA Statement of Position (SOP) No. 96-1, AICPA Audit
and Accounting Guide Banks and Savings Institutions (with conforming changes as of May 1,1997),
and EITF consensuses adopted up to and including the September 1997 Emerging Issues Task Force
meeting. The checklists and illustrative financial statements should be modified, as appropriate, for
subsequent pronouncements. In determining the applicability of a pronouncement, its effective date
should also be considered.

•

The U.S. banking system operates under comprehensive state and federal regulations. These regula
tions greatly influence accounting and financial reporting. Banks and savings institutions are also
subject to examination by federal and state bank examiners and periodic examinations by the
institution's board of directors. Common accounting and reporting features of banks and savings
institutions are described in the AICPA Audit and Accounting Guide Banks and Savings Institutions
(with conforming changes as of May 1,1997).

•

The checklists and illustrative financial statements should be used by, or under the supervision of,
persons having adequate technical training and proficiency in the application of generally accepted
accounting principles, generally accepted auditing standards, and statements on standards for
accounting and review services.

.02 Users of the checklists and illustrative financial statements are urged to refer directly to applicable
authoritative pronouncements when appropriate. If you have further questions, call the AICPA Technical
Hotline at (800) 862-4272.

Note: This publication was extracted from sections 2000 through 2600 of the AICPA Financial Statement
Preparation Manual (FSP).
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FSP Section 2100
Significant Changes
.01 Presented below is a list of significant changes to the current edition of the Banks and Savings
Institutions Checklist. Changes normally result from new authoritative pronouncements issued since the last
edition of the checklist. Changes may also represent improvements in the manner in which the checklist is
presented.

•

SFAS No. 128, Earnings per Share—This Statement specifies the computation, presentation, and
disclosure requirements for earnings per share for publicly held common stock or potential common
stock. The disclosure and presentation requirements of this Statement have been added into the
checklist.

•

SFAS No. 129, Disclosure of Information about Capital Structure—This Statement establishes standards
for disclosing information about an entity's capital structure and has been incorporated into the
checklist.

•

SFAS No. 130, Reporting Comprehensive Income—This Statement establishes standards for reporting
and display of comprehensive income and its components. The requirements of this Statement have
been reflected in the checklist.

•

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information—This Statement
establishes standards for the way that public business enterprises report information about operating
segments in annual financial statements. The requirements of this Statement have been reflected in
the checklist.
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FSP Section 2200
Checklists—General
.01 AICPA disclosure checklists have been designed as practice aids to assist accountants in the prepa
ration of financial statements and to assist auditors in their evaluation of the adequacy of disclosures in the
financial statements they audit. Authoritative literature does not require the use of checklists, nor does it
prescribe their format or content.

.02 This checklist consists of a number of questions or statements that are accompanied by references to
the established sources of GAAP in which the disclosure requirements are found. These sources include
Statements of Financial Accounting Standards, FASB Interpretations, Accounting Principles Board Opinions,
Accounting Research Bulletins, AICPA Audit and Accounting Guides, AICPA Statements of Position, and
EITF consensuses. Checklists are designed to serve as convenient memory aids but should not be used as a
substitute for direct reference to authoritative literature.
.03 To use this checklist, simply check "yes," "no," or "not applicable" for each question. If additional
information needs to be documented, include separate cross-referenced memoranda. A "no" answer to a
question indicates a potential GAAP departure. If a "no" answer is checked, then the auditor or accountant
should investigate the reasons for the noncompliance and should determine the effects of the GAAP
departure on the overall financial statements. All work and conclusions related to a "no" answer should be
documented in the working papers. At the beginning of certain sections, a □ appears in the "N/A" column.
If the entire section is deemed to be non-applicable, place a check mark in the □ and proceed to the next
section.

.04 As you use this checklist, please remember that:

•

The exercise of sound professional judgment is of paramount importance in applying the checklist
provisions.

•

The checklist may require modification based on the engagement circumstances.

•

The checklist may not be all-inclusive.

•

Users need to modify the checklist for any pronouncements issued subsequent to those mentioned
in the checklist.
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FSP Section 2300
Financial Statements and
Notes Checklist
.01 This checklist has been developed by the staff of the Accounting and Auditing Publications Team of
the AICPA as a nonauthoritative practice aid for use by accountants in preparing financial statements and
by auditors in auditing them. As used in this checklist the terms "bank" and "institution" include the
activities of all banks and savings institutions regardless of charter, unless otherwise indicated.
The checklists and illustrative financial statements may not include all disclosures and presentation items
required by GAAP; as a result, pronouncements deemed unlikely to be encountered in financial statements
of banks and savings institutions are not included.

.02 Explanation of References:
SFAS =

FASB Statement of Financial Accounting Standards

FASBI =

FASB Financial Accounting Standards Board Interpretation

AC =

Reference to section number in FASB Accounting Standards—Current Text

APB =

Accounting Principles Board Opinion

ARB =

Accounting Research Bulletin

FTB =

Technical Bulletin issued by the staff of the FASB1

AAG-BNS =

AICPA Audit and Accounting Guide Banks and Savings Institutions (with con
forming changes as of May 1,1997)

SOP =

AICPA Statement of Position

EITF =

Emerging Issues Task Force Consensus

PB =

AICPA Accounting Standards Division Practice Bulletin

AIN =

AICPA Accounting Interpretations

SAS =

AICPA Statement of Auditing Standards

AU =

Reference to section number in AICPA Professional Standards (vol. 1)

S-X =

SEC Regulation S-X

Some questions in this checklist do not cite a specific authoritative reference but indicate that the disclosure
is generally accepted. Most organizations disclose that information even though a requirement to do so in
the authoritative literature cannot be identified.

.03 Checklist Questionnaire:

This checklist is organized into the sections listed below. Carefully review the topics listed and consider
whether they represent potential disclosure items for the bank or savings institution. Place a check mark by1
1 The FASB staff issues FASB Technical Bulletins to provide guidance concerning the application of FASB Statements or Interpreta
tions, APB Opinions, or Accounting Research Bulletins. FASB Technical Bulletins do not establish new financial accounting and
reporting standards or amend existing standards.
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the topics or sections considered applicable; these sections should completed. For example, if an entity did
not enter into any business combinations during the year, do not place a check by General, Section W,
"Business Combinations," and skip this section when completing the checklist.
Place by
Applicable Sections

Statement of Condition
A.
General
B.
Cash and Due From Banks
C.
Federal Funds and Repurchase Agreements
D.
Investment Securities
E.
Investments Accounted for by the Equity Method
F.
Mortgage Banking Activities and Loan Sales
G.
Loans Receivable
H. Allowance for Loan Losses
I.
Real Estate Acquired in Settlement of Loans
J.
Premises and Equipment
K.
Other Assets
L.
Deposits
M. Income Taxes
N. Debt and Extinguishments of Liabilities
O. Other Liabilities
P.
Shareholders' Equity

_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________

Income Statement
A.
Interest Income
B.
Interest Expense
C.
Other Income
D.
Other Expenses
E.
Income Taxes
F.
Discontinued Operations
G.
Extraordinary Items
H. Earnings Per Share
I.
Comprehensive Income
J.
Other

_________
_________
_________
_________
_________
_________
_________
_________
_________
_________

•

Statement of Changes in Stockholders' Equity

_________

•

Statement of Cash Flows

_________

•

General
A. Titles and References
B.
Disclosure of Accounting Policies
C.
Comparative Financial Statements
D. Accounting Changes
E.
Regulatory Matters
F.
Risks and Uncertainties
G.
Contingencies and Commitments
H. Environmental Remediation Liabilities
I.
Related-Party Transactions and Economic Dependency
J.
Lessor Leases
K.
Lessee Leases
L.
Pension and Employee Stock Ownership Plans
M. Postretirement Health Care and Life Insurance Benefits
N. Consolidations
O. Financial Instruments

_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________
_________

•

•
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Place by
Applicable Sections

P.
Q.
R.
S.
T.
U.
V.
W.
X.
Y.

Foreign Currency
Futures Contracts
Derivatives
Transfers and Servicing of Financial Assets
Nonmonetary Transactions
Subsequent Events
Costs to Exit an Activity
Business Combinations
Segment Information
Stock Compensation Plans

•

Auditors' Reports Checklist

•

Supplemental Checklist for Banks and Savings Institutions That Are SEC
Registrants

A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.
L.
M.
N.
O.
P.
Q.
R.
S.

Business Combinations
Cash and Due from Banks
Investment Securities
Loans Receivable
Other Assets
Securities Sold Under Purchase Agreements or Reverse Repurchase
Agreements
Debt
Other Liabilities
Stockholders' Equity
Income Statement Captions
Interest Income
Other Income
Other Expenses
Income Taxes
Condensed Financial Information of Parent Company Only
Foreign Activities
Financial Guarantees
Quarterly Information
Other SEC Related Disclosures

Yes

Note: Reminder—A "no" answer is indicative of a potential GAAP de
parture. The reason for the "no" answer and the resolution of the matter
should be documented in the working papers.

Statement of Condition
A. General
1.

For classified balance sheets, are assets and liabilities segregated into
current and noncurrent classifications with totals presented for cur
rent assets and current liabilities?
[ARB 43, Ch. 3A, pars. 2-8 (AC B05.103-.109); SFAS 6, par. 15 (AC
B05.118); FASBI8, par. 3 (AC B05.117); TB 79-3 (AC B05.501-.503)]
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No

N/A

Yes

2.

Are assets not expected to be realized during the current operating
cycle classified as noncurrent?
[ARB 43, Ch. 3A, pars. 5 and 6 (AC B05.106 and .107)]

3.

Are trust assets excluded from the financial statements?
[AAG-BNS, par. 17.12]

B. Cash and Due From Banks
1.

Does cash and due from banks include cash on hand, cash items in
the process of collection, deposits with other banks or savings institu
tions, and balances with Federal Reserve banks or Federal Home Loan
banks?
[AAG-BNS, par. 4.01]

2.

Have interest-bearing deposits with other depository institutions
(domestic and foreign) been disclosed separately in the statement of
financial condition?
[AAG-BNS, par. 4.06]

3.

Are overdrafts and other demand deposits that represent borrowings
rather than outstanding drafts reclassified as liabilities?
[AAG-BNS, par. 4.07]

4.

Are reciprocal "due to/from" balances offset for balance sheet pre
sentation, if a right of setoff exists?
[AAG-BNS, par. 4.07]

5.

Are any restrictions on the use or availability of certain cash balances
disclosed in the financial statements?
[AAG-BNS, par. 4.06; ARB 43, Ch. 3A, par. 6 (AC B05.107); SFAS 5,
par. 18 (AC C59.120)]

6.

Are held checks (those written before but not released until after the
balance-sheet date) reclassified to accounts payable?
[Generally Accepted]

7.

Are significant concentrations of credit risk arising from cash deposits
in excess of federally insured limits disclosed?
[SFAS 105, par. 20 (AC F25.115)]

C. Federal Funds and Repurchase Agreements
1.

Are federal funds and repurchase agreements presented gross, except
where a right of offset exists and the conditions described in FASB
Interpretation 41, Offsetting of Amounts Related to Certain Repurchase
and Reverse Repurchase Agreements, have been met?
[AAG-BNS, par. 12.23]

a. Are federal funds sold and securities purchased under agreements
to resell disclosed after interest bearing deposits with banks on the
balance sheet?
[AAG-BNS, par. 19.08]
b. Are federal funds purchased and securities sold under agreements
to repurchase disclosed after deposits on the balance sheet?
[AAG-BNS, par. 19.08]
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No

N/A

No

N/A

____

____

____

____

____

____

Are debt and equity securities classified as (a) held-to-maturity, (b)
available-for-sale, or (c) trading?
[SFAS 115, par. 6 (AC I80.103)]

____

____

____

If the reporting institution presents a classified balance sheet, are all
trading securities reported as current assets?
[SFAS 115, par. 17 (AC I80.116)]

____

____

____

____

____

____

Yes

2.

If the institution has entered into a repurchase agreement, is its policy
for requiring collateral or other security under such an arrangement
disclosed?
[SFAS 125, par. 17a (AC F38.109)]

D. Investment Securities
1.

2.

3.

4.

Is an explanation of the institution's accounting policies for securities,
including the basis for classification, included in the notes to the
financial statements?
[AAG-BNS, par. 5.99]

Are held-to-maturity securities and available-for-sale securities re
ported separately and, if a classified balance sheet is presented, clas
sified as current or noncurrent assets as appropriate?
[SFAS 115, par. 17 (AC I80.116)]
Practice Tip

Presentation of individual amounts for trading securities, held-to-maturity securities, and available-for-sale
securities on the face of the balance sheet is not required as long as the information is provided in the notes
to the financial statements.

5.

For investments in debt and marketable equity securities classified as
available-for-sale or held-to-maturity, are the following disclosures
made, by major-security type, for each balance sheet presented:

a. Aggregate fair value?
b. Gross unrealized holding gains and losses?

c. Amortized cost basis?
d. Disclosure of major-security types including:

6.

(1)

Equity securities?

(2)

Debt securities issued by the U.S. Treasury and other U.S.
government corporations and agencies?

(3)

Debt securities issued by the states of the United States and
political subdivisions of the states?

(4)

Debt securities issued by foreign governments?

(5)

Corporate debt securities?

(6)

Mortgage-backed securities?

(7)

Other debt securities?
[SFAS 115, par. 19 (AC I80.118)]

For investments in debt securities classified as available-for-sale and
separately for securities classified as held-to-maturity:
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Yes

a. Is disclosure made about their contractual maturities as of the date
of the latest balance sheet presented (maturity information may be
combined in appropriate groupings)?
b. Is disclosure made of the fair value and the amortized cost of debt
securities in at least four maturity groupings:

(1)

Within one year?

(2)

After one year through 5 years?

(3)

After five years through 10 years?

(4)

After 10 years?

c. Securities not due at a single maturity date, such as mortgagebacked securities, may be disclosed separately rather than allo
cated over several maturity groupings; if allocated, is the basis for
allocation disclosed?
[SFAS115, par. 20 (AC I80.119)]
7.

For each period for which an income statement is presented, are the
following disclosed:
a. The proceeds from sales of available-for-sale securities and gross
realized gains and losses for those sales?
b. The basis on which cost was determined in computing realized
gain or loss (i.e., specified identification, average cost, or other
method used)?

c. The gross gains and losses included in earnings from transfers of
securities from the available-for-sale category to the trading cate
gory?

d. The change in net unrealized holding gain or loss on available-forsale securities that is included in the separate component of share
holders' equity?

e. The change in net unrealized holding gain or loss on trading
securities that has been included in earnings?
[SFAS 115, par. 21 (AC I80.120)]
8.

For any sales of, or transfers from, securities classified as held-to-ma
turity, are the following disclosed for each period for which an earn
ings statement is presented:

a. Amortized cost amount of the sold or transferred security?
b. Related realized or unrealized gain or loss?

c. The circumstances leading to the decision to sell or transfer the
security?
[SFAS 115, par. 22 (AC I80.121)]
9.

If investments in high-risk CMOs are significant, are the following
disclosures made in the annual financial statements:2

a. The effective yield, calculated as of the reporting date, for either
each CMO or for the CMO portfolio (this yield would be used to
accrue income in the following period)?
2 These disclosure requirements do not apply to instruments subject to SFAS 125, paragraph 14.
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No

N/A

Yes

b. The carrying amount and fair value of investments in high-risk
CMOs?
[EITF 89-4; SFAS125, par. 14 (AC F38.107)]

____

10. Is Federal Home Loan Bank Stock classified as a restricted security,
carried at cost, and evaluated for impairment?
[AAG-BNS, par. 5.94]

____

11. Are significant concentrations of credit risk arising from concentra
tions of securities of a particular issuer disclosed?
[SFAS 105, par. 20 (AC F25.115); AAG-BNS, par. 5.96]

____

12. Is the carrying amount of investment assets pledged to secure public
funds, securities sold under repurchase agreements, and for other
borrowings disclosed in the notes to the financial statements?
[AAG-BNS, par. 5.105]
13. For those entities that enter into options with no intrinsic value at
acquisition in order to purchase securities accounted for under SFAS
115, is the accounting policy for premiums paid (time value) to acquire
options classified as held-to-maturity or available-for-sale disclosed?
[EITF 96-11]

____

____

E. Investments Accounted for by the Equity Method
1.

2.

Are investments in common stock shown in the balance sheet of the
investor as a single amount, and is the investor's share of earnings or
losses of the investee shown in the income statement as a single
amount (except for extraordinary items or prior period adjustments) ?
[APB 18, par. 19 (AC I82.109c)]

____

Are the following disclosures made for investments in common stock
accounted for by the equity method:
a. The name of each investee and their percentage of ownership of
common stock?

____

b. The accounting policies of the investor with respect to investments
in common stock?

____

c. The difference between the amount at which an investment is
carried and the amount of underlying equity in net assets?

____

d. The accounting treatment of the difference described in c.?

____

e. For investments in common stock for which a quoted market price
is available, the aggregate value of each identified investment
based on the quoted market price?
(This is not required for investments in common stock of subsidi
aries.)

____

f.

For investments in common stock, corporate joint ventures, or
other investments which are in the aggregate material in relation
to the financial position or results of operations of an investor,
summarized information as to assets, liabilities, and results of
operation of the investees as appropriate?

g. Material effects of conversions of outstanding convertible securi
ties, exercises, or contingent issuances?
[APB 18, par. 20 (AC I82.110)]
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____
____

No

N/A

3.

4.

Yes

No

N/A

a. The name of such investee?

____

____

____

b. The reasons why the equity method is not considered appropriate?
[APB 18, par. 20, fn. 13 (AC I82.110, fn. 14)]

____

____

____

a. The name of such investee?

____

____

____

b. The reasons why the equity method is considered appropriate?
[APB 18, par. 20, fn. 13 (AC I82.110, fn. 14)]

____

____

____

If the reporting entity holds 20 percent or more of the voting stock of
a significant investee corporation but does not account for the invest
ment using the equity method, are the following disclosed:

If the reporting entity holds less than 20 percent of the voting stock of
a significant investee corporation and accounts for the investment
using the equity method, are the following disclosed:

Practice Tip
The significance of an investment to the investor's financial position and results of operations should be
considered in evaluating the extent of disclosures relating to the financial position and results of operations
of an investee.

F. Mortgage Banking Activities and Loan Sales

Note: For servicing of assets, see section S, "Transfers and Servicing of
Financial Assets."
1.

Does the institution, whether using a classified or unclassified balance
sheet, distinguish between (a) mortgage loans held for sale and (b)
mortgage loans held for long-term investment?
[SFAS 65, par. 28 (AC Mo4.129)]

2.

Is the method used in determining the lower of cost or market value
of mortgage loans (that is, aggregate or individual loan basis) been
disclosed?
[SFAS 65, par. 29 (AC Mo4.130)]

3.

Are the fair value and the method(s) and significant assumptions used
to estimate the fair value disclosed?
[SFAS 107, par. 10 (AC F25.115C)]

4.

Are mortgage loans held for sale and other loans held for sale reported
separately in the balance sheet?
[SFAS 65, par. 28 (AC Mo4.105 and .129); AAG-BNS, pars. 6.46 and
6.72]

5.

Are mortgage-backed securities held for sale in conjunction with
mortgage banking activities classified as trading securities and re
ported at fair value in conformity with SFAS 115?
[SFAS 65, par. 4, as amended (AC Mo4.105); AAG-BNS, par. 6.46]

6.

Is the amount of aggregate gains or losses on sales of loans (including
adjustments to record loans held for sale at the lower of cost or market
value) presented separately on the face of the income statement?
[AAG-BNS, par. 8.30]
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Yes

G. Loans Receivable
1.

Are the following disclosed in the summary of significant accounting
policies:

a. The basis of accounting for loans and lease financings, both held
in a portfolio and held for sale?
b. The methods of determining carrying amounts of loans held for
sale (required for mortgage loans by paragraph 29 of SFAS 65)?

c. The methods and significant assumptions used to estimate the fair
value of loans (as required by paragraph 10 of SFAS 107)?

d. The method of estimating credit losses?
e. The method of recognizing interest income on loans, including a
statement about the institution's policy for the treatment of loan
fees and costs, including the method of amortizing net deferred
fees or costs?
(This disclosure should include the institution's policy for recog
nizing interest income on impaired loans, including how cash
receipts are recognized.)
[AAG-BNS, par. 6.71]
2.

Are the following disclosed separately either in the balance sheet or
in the notes to the financial statements:

a. Major categories of loans?
b. The allowance for credit losses?

c. Unearned income?
d. Unamortized premiums and discounts?

e. Net unamortized deferred fees and costs?
f.

3.

Undisbursed portion of loans receivable (loans in process)?
[AAG-BNS, par. 6.72]

If the institution continues to account for certain restructured loans
that were restructured in a trouble debt restructuring involving a
modification of terms before the effective date of SFAS 114 and that
are not impaired based on the terms of the restructuring agreement,
has the following information about those troubled debt restructur
ings been made as of the date of each balance sheet presented:

a. The aggregate recorded investment?
b. The gross interest income that would have been recorded in the
period then ended if those loans had been current in accordance
with their original terms and had been outstanding throughout
the period or since origination, if held for part of the period?

c. The amount of interest income on those loans that were included
in net income for the period?
(Note: The institution may disclose the above information by
major category, for the aggregate of outstanding reduced-earning
and nonearning loans rather than separately for outstanding loans
whose terms have been modified in troubled debt restructurings.)
[AAG-BNS, par. 6.72, fn. 10; SFAS 114, par. 27; SFAS 15, pars. 40
and 41 (AC D22.136 and .137)]

15

No

N/A

Yes

4.

Has the amount of commitments, if any, to lend additional funds to
debtors owing loans whose terms have been modified in troubled
debt restructurings been disclosed?
[SFAS 15, par. 40b (AC D22.136)]

5.

If impairment of loans has been recognized, has the following infor
mation been disclosed either in the body of the financial statements
or in the accompanying notes:
(Note: Information about an impaired loan that has been restruc
tured in a troubled debt restructuring involving a modification of
terms need not be included in the disclosures under a. and c. below in
years after the restructuring if (1) the restructuring agreement speci
fies an interest rate equal to or greater than the rate that the creditor
was willing to accept at the time of the restructuring for a new loan
with comparable risk and (2) the loan is not impaired based on the
terms specified by the restructuring agreement.)

a. As of the date of each statement of financial position presented:
(1)

The total recorded investment in the impaired loans at the
end of each period?

(2)

The amount of that recorded investment for which there is a
related allowance for credit losses determined in accordance
with SFAS 118 and the amount of the allowance?

(3)

The amount of that recorded investment for which there is no
related allowance for credit losses determined in accordance
with SFAS 118?

b. The institution's policy for recognizing interest income on im
paired loans, including how cash receipts are recorded?

c. For each period for which results of operations are presented:

(1)

The average recorded investment in the impaired loans dur
ing each period?

(2)

The related amount of interest income recognized during the
time within that period that the loans were impaired?

(3)

If practicable, the amount of interest income recognized using
a cash-basis method of accounting during the time within that
period that the loans were impaired?
[SFAS 118, par. 6i (AC I08.118)]

6.

When a loan is restructured in a troubled debt restructuring (as
defined in SFAS 15) into two (or more) loan agreements, are the
restructured loans considered separately when assessing the applica
bility of the disclosures described in Step 5 above?
[EITF 96-22]

7.

Is the total carrying value of loans pledged disclosed?
[AAG-BNS, par. 6.73]

8.

Are loans to related parties disclosed?
[AAG-BNS, par. 6.79; SFAS 57, par. 2 (AC R36.102)]

9.

Have commitments to originate loans been disclosed?
[AAG-BNS, par. 6.68]
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No

N/A

Yes

10. Are loans that are accounted for as real estate investments or joint
ventures classified in other assets or other real estate owned?
[AAG-BNS, par. 6.63]

H. Allowance for Loan Losses
1.

2.

3.

4.

I.

Is the allowance for loan losses disclosed in the financial statements
and deducted from the related assets?
[AAG-BNS, par. 6.72; APB 12, par. 3 (AC V18.102)]

Is a description of the accounting policies and the method used to
estimate its allowance or liability and related provisions for loan or
other credit losses included in the notes to the financial statements?
[AAG-BNS, par. 7.33]
Are allowances necessary for off-balance-sheet instruments reported
separately as liabilities and not as part of the allowance for loan losses?
[AAG-BNS, par. 7.15]

____

a. Opening balance?

____

b. Additions charged to operations?

____

c. Direct write-down charged against the allowance?

____

d. Recovery of amounts previously charged off?

____

e. Ending balance?
[SFAS 118, par. 6 (AC 108.118 and 118A)]

____

Real Estate Acquired in Settlement of Loans

1.

Is real estate acquired in settlement of loans (e.g., foreclosed real
estate) disclosed as a separate balance-sheet amount or included in
other assets in the balance sheet, and disclosed in the notes?
[AAG-BNS, par. 9.11]

2.

Are foreclosed assets held for sale valued and disclosed at fair value
minus estimated costs to sell?
[AAG-BNS, par. 9.08]

3.

Are foreclosed assets held for the production of income reported and
accounted for in the same way had they been acquired other than
through foreclosure?
[AAG-BNS, par. 9.09; SOP 92-3, par. 5]

Premises and Equipment
1.

____

For each period for which an income statement is presented, has
disclosure been made of the activity in the allowance for loan losses
related to impaired loans including the following:

Note: If real estate acquired for development or resale is impaired, certain
disclosures under SFAS 121 are required. See section J, "Premises and
Equipment."

J.

____

Are premises and equipment shown on the balance sheet net of
accumulated depreciation?
[AAG-BNS, par. 10.15]
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No

N/A

Yes

2.

Is the carrying basis of premises and equipment disclosed?
[APB 12, par. 5 (AC D40.105)]

3.

Are the balances of major classes of depreciable assets disclosed, if
material?
[APB 12, par. 5b (AC D40.105b); AAG-BNS, par. 10.15]

____

Is accumulated depreciation, either by major classes of assets or in
total, disclosed?
[APB 12, par. 5c (AC D40.105c); AAG-BNS, par. 10.15]

____

4.

5.

Is depreciation expense for the period disclosed?
[APB 12, par. 5 (AC D40.105a)]

6.

Is a description of the institution's depreciation and capitalization
policies included in the notes to the financial statements?
[AAG-BNS, par. 10.11]

7.

Are material commitments for property expenditures disclosed?
[SFAS 5, pars. 18 and 19 (AC C59.120)]

8.

For an existing property with an asbestos problem, are the costs
incurred to treat the problem, if charged to expense, not classified as
an extraordinary item?
[EITF 89-13]

9.

Is the amount of assets under capitalized leases disclosed in the
financial statements?
[AAG-BNS, par. 10.15]

____

____

____
____

____

____

10. If an impairment loss is recognized for assets to be held or used, are
the following disclosures made in financial statements that include
the period of impairment write-down:

a. A description of the impaired assets and the facts and circum
stances leading to the impairment?

____

b. The amount of the impairment and how fair value was deter
mined?

____

c. The caption in the income statement in which the impairment loss
is aggregated if that loss has not been presented as a separate
caption or reported parenthetically on the face of the statement?

____

d. The business segment(s) affected, if applicable?
[SFAS 121, par. 14]

____

11. If assets to be disposed of are accounted for in accordance with
paragraphs 15-17 of SFAS 121, are all of the following disclosed in
financial statements that include a period which those assets are held:

a. A description of assets to be disposed of, the facts and circum
stances leading to the expected disposal, the expected disposal
date, and the carrying amount of those assets?

____

b. The business segment(s) in which assets to be disposed of are held,
if applicable?

____

c. The loss resulting from the application of paragraph 15 of SFAS
121?

____
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No

N/A

Yes

d. The gain or loss, resulting from changes in the carrying amounts
of assets to be disposed of that arises from application of para
graph 17 of SFAS 121?

e. The caption in the income statement in which the gains or losses
in steps c. and d. are aggregated if those gains have not been
presented as a separate caption or reported parenthetically on the
face of the statement?

f.

The results of operations for assets to be disposed of to the extent
that those results are included in the entity's results of operations
for the period and can be identified?
[SFAS121, par. 19]

12. If an impairment loss is recognized, is it reported as a component of
income from continuing operations?
[SFAS 121, pars. 13 and 18]

K. Other Assets
1.

If material, are amounts disclosed separately for:

a. Accrued interest receivable?
b. Premises and equipment?

c. Other real estate, such as foreclosed assets?
d. Servicing assets?

e. Identifiable intangible assets, such as core deposit intangibles, and
purchased credit card relationships?
f.

Goodwill?

g. Customers' liabilities on acceptances?

h. Deferred tax assets?
[AAG-BNS, par. 10.01]

2.

For an unidentified intangible asset arising as a result of the fair value
of liabilities assumed in a purchase method business combination
exceeding fair value of tangible and identified intangible assets ac
quired in a combination initiated after September 30, 1982, is the
method of amortization disclosed?

L. Deposits
1.

Are overdrawn checking accounts reclassified as loans?

2.

Are checks deposited by customers that are in the process of collection
and are not available for withdrawal recorded as assets and liabilities?
[AAG-BNS, par. 11.31]

3.

Are the following disclosures included in the financial statements:

a. The aggregate amount of time deposit accounts (including CDs)
exceeding $100,000 at the balance-sheet date?
b. For deposits payable on demand or with no defined maturities,
has the fair value been disclosed as the amount payable on de
mand at the reporting date?
c. Securities, mortgage loans, or other financial instruments pledged
as collateral for deposits?
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No

N/A

Yes

d. For time deposits having a remaining term of more than one year,
the aggregate amount of maturities for each of the five years
following the balance-sheet date (in conformity with paragraph
10b of SFAS 47, Disclosures of Long-Term Obligations)?

e. The aggregate amount of any demand deposits that have been
reclassified as loan balances at the balance-sheet date?

f. The amount of deposits of related parties at the balance-sheet date
(in conformity with SFAS 57, Related Party Disclosures)?
g. Deposits that are received on terms other than those available in
the normal course of business?

h. The fair values of deposits (in conformity with SFAS 107, Disclo
sures about Fair Value of Financial Instruments)?
[AAG-BNS, par. 11.32]

M. Income Taxes
1.

Are the components of the total of net deferred tax liability or asset
recognized in the statement of condition disclosed?

a. The total of all deferred tax liabilities?
b. The total of all deferred tax assets?

c. The total valuation allowance for deferred tax assets?
[SFAS 109, par. 43 (AC I27.142)]

N. Debt and Extinguishments of Liabilities
1.

Are significant categories of borrowings disclosed as separate line
items in the liability section of the balance sheet?
[AAG-BNS, par. 13.27]

2.

Do the notes disclose the principal terms of the respective agreements
including, but not limited to, the following:

a. The title or nature of the agreement, or both?
b. The interest rate (and whether it is fixed or floats)?

c. The payment terms and maturity date(s)?

d. Collateral?

e. Conversion or redemption features?

f. Whether borrowings are senior or subordinate?
g. Restrictive covenants (such as dividend restrictions), if any?
h. Maturities and sinking-fund requirements for each of the next five
years?

i.

3.

If the debt is considered in-substance defeased, a general descrip
tion of the transaction and the amount of the debt that is consid
ered extinguished at the end of the period as long as the debt
remains outstanding?
[AAG-BNS, par. 13.27]

For troubled debt restructurings occurring during the period for
which financial statements are presented do disclosures include:

a. For each restructuring, a description of the principal changes in
terms?
b. Aggregate gain on restructuring of payables and the related in
come tax effect?
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No

N/A

Yes

c. Aggregate net gain or loss on transfers of assets recognized during
the period?
d. Per-share amount of the aggregate gain on restructuring of pay
ables, net of related income tax effect?
[SFAS 15, par. 25 (AC D22.121)]

4.

For the period after a troubled debt restructuring, do disclosures
include:

a. The extent to which amounts contingently payable are included
in the carrying amount of restructured payables?
b. Total amounts that are contingently payable, if applicable, and
conditions under which those amounts would become payable or
forgiven?
[SFAS 15, par. 26 (AC D22.122)]

5.

If the bank issued debt securities convertible into a fixed number of
common shares, and upon conversion the bank either is requested or
has the option to satisfy all or part of the obligation in cash, is the
conversion feature and debt obligation presented on the balance sheet
as one amount?
[EITF 90-19]

6.

If a long-term obligation is or will be callable because a loan covenant
violation is included as a long-term (or is classified as a long-term
liability in the disclosures for an unclassified balance sheet) because
it is probable the violation will be cured within a specified grace
period, are the circumstances disclosed?
[SFAS 78, par. 5]

7.

Are mortgage-backed bonds classified as debt on the institution's
balance sheet and presented separately from advances, other notes
payable, and subordinated debt?
[AAG-BNS, par. 13.30]

8.

Is debt that is treated as Tier II or supplementary capital for regulatory
purposes separately disclosed?
[AAG-BNS, par. 13.32]

9.

If there is an extinguishment of debt, including prepayment of FHLB
advances and conversions, is the difference between reacquisition
price and carrying amount identified:
a. As income in the period of extinguishment as gain or loss?
[APB 26, pars. 20 and 21 (AC D14.103 and .104)]
b. As a separate or extraordinary item, as appropriate?
[SFAS 4, par. 8, as amended by SFAS 64, par. 4 (AC D14.105)]

10. Do disclosures for extinguishments of debt that are classified as
extraordinary items include:

a. A description of the extinguishment transactions, including the
sources of any funds used to extinguish debt if it is practicable to
identify the sources?
b. Income tax effect in the period of extinguishment?
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No

N/A

Yes

c. The per-share amount of the aggregate gain or loss net of related
income tax effect?
[SFAS 4, par. 9 (AC L35.109c)]
11. Is the following disclosed if debt was considered to be extinguished
by in-substance defeasance under the provisions of SFAS 76, Extin
guishment of Debt, prior to the effective date of SFAS 125:

a. A general description of the transaction?
b. The amount of debt that is considered extinguished at the end of
the period so long as that debt remains outstanding?
[SFAS 125, par. 17b (AC L35.109a)]

12. If assets are set aside after January 1,1997 solely for satisfying sched
uled payments of a specific obligation, is disclosure made describing
the nature of restrictions placed on those assets?
[SFAS 125, par. 17c (AC L35.109b)]

13. If the institution enters into a binding contract with a holder of its debt
obligation to redeem the debt security at a future date within one year
for a specified amount greater than (or less than) the institution's
carrying amount of the debt, is the debt obligation classified as a
current liability?
[EITF 95-15]

14. Are borrowings outstanding under a revolving credit agreement that
includes both a subjective acceleration clause and a requirement to
maintain a lock-box arrangement, whereby remittances from the
borrower's customers reduce the debt outstanding, classified as short
term obligations?
[EITF 95-22]

O. Other Liabilities
1.

If the institution has not accrued a liability for compensated absences
because the amount cannot be reasonably estimated, has that fact been
disclosed?
[SFAS 43, par. 6 (AC C44.104)]

P. Shareholders' Equity
1.

For each class of stock, do disclosures include the number of shares
authorized, issued, and outstanding, and par or stated value per
share?
[Generally Accepted]

2.

Are classes of capital stock presented in order of priority in liquida
tion?
[Generally Accepted]

3.

Do the financial statements include a description, in summary form,
sufficient to explain the pertinent rights and privileges of the various
securities outstanding (e.g., dividend and liquidation preferences,
participation rights, call prices and dates, conversion or exercise
prices or rates and pertinent dates, sinking fund requirements, un
usual voting rights, and significant terms of contracts to issue addi
tional shares)?
[SFAS 129, par. 4 (AC C24.102)]
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No

N/A

Yes

4.

5.

6.

Do disclosures include the number of shares issued upon conversion,
exercise, or satisfaction of required conditions during at least the most
recent annual fiscal period and any subsequent interim period pre
sented?
[SFAS129, par. 5 (AC C24.103)]
For preferred stock that has a preference in involuntary liquidation
considerably in excess of par or stated value of the shares, is the
liquidation preference disclosed in the equity section of the balance
sheet in the aggregate, either parenthetically or "in short," rather than
on a per share basis or in the notes to the financial statements?
[SFAS 129, par. 6 (AC C24.104)]

b. The aggregate and per-share amounts of arrearages in cumulative
preferred dividends?
[SFAS 129, par. 7 (AC C24.105)]

8.

9.

____

Are the following disclosed on the face of the balance sheet or in the
notes:

a. The aggregate or per-share amounts at which preferred stock may
be called or are subject to redemption through sinking-fund op
erations or otherwise?

7.

____

For redeemable stock, do disclosures include the amount of redemp
tion requirements, separately by issue or combined, for all issues of
capital stock that are redeemable at fixed or determinable prices on
fixed or redeemable dates in each of the five years following the date
of the latest balance sheet?
[SFAS 129, par. 8 (AC C24.106)]

Are appropriations of retained earnings for loss contingencies clearly
identified and included in shareholders' equity?
[SFAS 5, par. 15 (AC R70.103)]
Are restrictions on payment of dividends disclosed?
[SFAS 5, pars. 18 and 19 (AC C59.120)]

10. After completion of a quasi-reorganization, is a new retained earnings
account established and dated with the date being disclosed in sub
sequent financial statements until it is no longer deemed significant?
[ARB 43, Ch. 7A, par. 10 (AC Q15.111); ARB 46 (AC Q15.111)]
11. Are the carrying basis, cost and number of shares of any treasury stock
held by the reporting entity disclosed?
[Generally Accepted]

____
____

____

____
____

____

____

12. If treasury stock is purchased for purposes other than retirement or if
ultimate disposition has not yet been decided is its cost:
a. Shown separately as a deduction from the total of capital stock,
additional paid-in capital, and retained earnings?

____

or

b. Accorded the accounting treatment appropriate for retired stock?

____

or
c. Shown as an asset in accordance with paragraph 4 of Chapter 1A
of ARB 43?
[APB 6, par. 12b (AC C23.103)]
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____

No

N/A

Yes

13. In the rare circumstances in which treasury stock is shown as an asset,
are the circumstances for that classification disclosed?
[ARB 43, Ch. 1A, par. 4 (AC R36.105)]
14. If state laws relating to acquisition of stock restrict the availability of
retained earnings for payment of dividends or other significant ef
fects, is appropriate disclosure made?
[APB 6, par. 13 (AC C23.104)]
15. If an additional liability required to be recognized pursuant to SFAS
87, paragraph 36 (AC P16.130), exceeds unrecognized prior-service
cost, is the excess (which would represent a net loss not yet recognized
as net periodic pension cost) reported as a separate component (e.g.,
a reduction) of equity, net of any tax benefits that result from consid
ering such losses as temporary differences, for purposes of applying
the provisions of SFAS 87, paragraph 37 (AC I27) and SFAS 109,
paragraph 287?
[SFAS 87, par. 37 (AC P16.131)]

16. For treasury shares purchased at a stated price significantly in excess
of current market price, is the allocation of amounts paid and the
accounting treatment for such amounts disclosed?
[TB 85-6, pars. 1-3 (AC C23.501-.503)]

Income Statement
A. Interest Income
1.

2.

Is the method of recognizing interest income on loans, including a
statement about the institution's policy for the treatment of loan fees
and costs, and the method of amortizing net deferred fees or costs,
disclosed?
[AAG-BNS, par. 6.71]

Are amounts of loan origination, commitment, and other fees and costs
recognized as an adjustment of yield reported as part of interest income?
[SFAS 91, par. 22 (AC L20.121)]

____

____

B. Interest Expense
1.

If significant, is interest on short positions reported as interest expense?
[AAG-BNS, par. 5.90]

2.

If no interest is capitalized during the period, are the amount of
interest cost and charge to expense disclosed?
[SFAS 34, par. 21 (AC I67.118a)]

3.

4.

If some interest cost is capitalized during the period, is the total
amount of interest cost incurred during the period and the amount
thereof that has been capitalized been disclosed?
[SFAS 34, par. 21 (AC I67.118b)]

Are interest costs associated with product financing arrangements
identified separately?
[SFAS 49, par. 9 (AC D18.107)]

C. Other Income
1.

Is amortization of other fees, such as commitment fees that are being
amortized on a straight-line basis over the commitment period or in-
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____

____

____

____

No

N/A

Yes

cluded in income when the commitment expires, reported as service
income?
[SFAS 91, par. 22 (AC L20.121)]
2.

Are gains/losses on pension plan settlements or curtailments or
termination benefits disclosed, including a description of the nature
of the event(s)?
[SFAS 88, par. 17 (AC P16.187)]

D. Other Expenses
1.

Is the accounting policy, the net amount capitalized at the balancesheet date, and the amortization period(s) with respect to credit card
fees and costs for both purchased and originated credit cards dis
closed?
[EITF 92-5]

2.

Do disclosures for advertising costs include:

a. The accounting policy selected from the two alternatives in para
graph 26 of SOP 93-7, Reporting on Advertising Costs, for reporting
advertising, indicating whether such costs are expensed as in
curred or the first time the advertising takes place?
b. A description of the direct-response advertising reported as
assets (if any), the accounting policy, and the amortization
period?

c. The total amount charged to advertising expense for each income
statement presented, with separate disclosure of amounts, if any,
representing a write-down to net realizable value and the reasons
for such a write-down?

d. The total amount of advertising reported as assets in each balance
sheet?
[SOP 93-7, par. 49]

E. Income Taxes
1.

Are the types of significant temporary differences and carryforwards
disclosed?
[SFAS 109, par. 43 (AC I27.142)]

2.

Are the following significant components of income tax expense
attributable to continuing operations for each year presented dis
closed:

a. Current tax expense or benefit?
b. Deferred tax expense or benefit (exclusive of the effects of other
components listed below)?
c. Investment tax credits?

d. The benefits of operating loss carryforwards?
e. Tax expense that results from allocating certain benefits, either
directly to contributed capital or to reduce goodwill or other
noncurrent intangible assets, of an acquired entity?
f.

Adjustments of a deferred tax liability or asset for enacted
changes in tax laws or rates or a change in the tax status of the
enterprise?
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No

N/A

Yes

g. Adjustments of the beginning-of-the year balance of a valuation
allowance because of a change in circumstances that causes a
change in judgment about the realizability of the related deferred
tax asset in future years?
h. Amounts and expiration dates of operating losses and tax carry
forwards for tax purposes?
i.

Any portion of the valuation allowance for deferred tax assets for
which subsequently recognized tax benefits will be allocated to
reduce goodwill or other noncurrent intangible assets of an ac
quired entity or directly to contributed capital?
[SFAS 109, pars. 45 and 48 (AC I27.144 and .147)]

3.

Is the amount of income tax expense or benefit allocated to continuing
operations and the amounts separately allocated to other items (in
accordance with the provisions of paragraphs 35-39 of SFAS 109 (AC
I27.134-.138)) disclosed for each year for which those items are pre
sented?
[SFAS 109, par. 46 (AC I27.145)]

4.

a. Is the nature of significant items for public enterprises disclosed
by the use of percentages or dollars for (i) the reported amount of
income tax expense attributable to continuing operations for the
year to date and (ii) the amount of income tax expense that would
result from applying domestic federal statutory notes to pretax
income from operations?
b. Is the nature of significant reconciling items (omission of numeri
cal reconciliation is permitted) for a non-public enterprise dis
closed?

c. If not otherwise evident, are the nature and effect of any other
significant matters affecting comparability of information for all
periods present?
[SFAS 109, par. 47 (AC I27.146)]

5.

If the institution is a member of a group that files a consolidated tax
return, are the following items disclosed in its separately issued
financial statements:

a. The aggregate amount of current and deferred tax expense for
each statement of income presented and the amount of any tax-re
lated balances due to or from affiliates as of the date of each
statement of condition presented?
b. The principal provisions of the method by which the consolidated
amount of current and deferred tax expense is allocated to mem
bers of the group and the nature and effect of any changes in that
method (and in determining related balances to or from affiliates)
during the years for which the disclosures in a. above are pre
sented?
[SFAS 109, par. 49a and b (AC I27.148a and b)]

6.

Are the amounts of income taxes applicable to the results of discon
tinued operations disclosed on the income statement or in related
notes?
[APB 30, par. 8 (AC I13.105)]
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No

N/A

Yes

7.

F.

Are the income taxes applicable to extraordinary events disclosed on
the face of the statement of operations or in related notes?
[APB 30, par. 11 (AC I17.102)]

Discontinued Operations
1.

Are operations of a segment that is discontinued or is the subject of a
formal plan for disposition:

a. Reported separately from income from continuing operations for
the current and prior period and as a component (including appli
cable income taxes) of income before extraordinary items?
b. Accompanied by disclosure in the notes of revenue applicable to
the discontinued operations?
[APB 30, pars. 8,13, and 18 (AC I13.105, .106, .108, and .109)]

2.

a. Is gain or loss from disposal of a discontinued segment reported
separately (including applicable income taxes) in conjunction with
results of discontinued operations as a component of income
before extraordinary items or in related notes?
[APB 30, par. 8 (AC I13.105)]
b. If an institution has accounted for the discontinuance of a segment
in accordance with APB 30 and subsequently decides to retain the
segment, is any impairment write-down of the individual assets
classified in continuing operations?
[EITF 90-16]

c. If the institution plans to dispose of two segments of a business,
and a net gain is expected (one has a net gain and the other a net
loss), is that gain shown net?
[EITF 85-36]

3.

For the period encompassing the measurement date, do notes to
financial statements disclose:

a. Identity of the segment discontinued?
b. Expected disposal date, if known?
c. Expected manner of disposal?

d. Description of the remaining assets and liabilities of the discontin
ued segment at the balance-sheet date?

e. Income or loss from operations and any proceeds from disposal
of the discontinued segment during the period from the measure
ment date to the balance-sheet date?
f.

The fact that the loss on disposal cannot be estimated within
reasonable limits, if applicable?
[APB 30, par. 18 and par. 18, fn. 7 (AC I13.108 and .109)]

4.

For periods after the measurement date and including the period of
disposal, do notes to financial statements disclose the information in
Steps 3.a.-e. above compared with the prior estimates?
[APB 30, par. 18 (AC I13.108)]

5.

For discontinued operations or sale of a portion of a line of business
that is not a segment of a business, is the gain or loss from disposal re-
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No

N/A

Yes

ported as a separate component of income from continuing opera
tions, and is it not reduced for income taxes (information similar to
that in Steps 3.a.-f. above should be disclosed, and disclosure for
revenues and related costs and expenses included in the income
statement that relate to the disposed portion of the line of business for
the period prior to the measurement date is encouraged)?
[AIN-APB 30, par. 1 (AC I22.502)]

6.

If an institution decides to dispose of a segment of a business ac
counted for in accordance with APB 30 and the measurement date
occurs after the balance sheet date but before the financial statements
for the prior period have been issued and a loss is expected, are the
segment's operating results presented as discontinued operations in
the income statement of the not yet released financial statements
(assuming that the loss does not result from a discrete and identifiable
event that occurs unexpectedly after the balance sheet date)?
[EITF 95-18]

7.

If a bank has accounted for the discontinuance of a segment in
accordance with APB 30 and subsequently decides to retain the seg
ment, is any impairment of the individual assets classified in continu
ing operations?
[EITF 90-16]

8.

If the bank plans to dispose of two segments of a business, and a net
gain is expected (one has a net gain and the other a net loss), is that
gain shown net?
[EITF 85-36]

G. Extraordinary Items
1.

Do extraordinary items meet both criteria of (1) unusual nature and
(2) infrequency of occurrence?
[APB 30, par. 20 (AC I17.107)]

2.

Are extraordinary items segregated and shown (including applicable
income taxes) following income before extraordinary items and be
fore net income?
[APB 30, par. 11 (AC I17.102)]

3.

Are descriptive captions and amounts (including applicable income
taxes) presented for individual extraordinary events or transactions,
preferably on the face of the income statement, if practicable?
[APB 30, par. 11 (AC I17.102)]

4.

Do disclosures include descriptions of an extraordinary event or
transaction and the principal items entering into determination of an
extraordinary gain or loss?
[APB 30, par. 11 (AC I17.102)]

5.

Is each adjustment in the current period of an element of an extraor
dinary item that was reported in a prior period separately disclosed
as to year of origin, nature, and amount and classified separately in
the current period as an extraordinary item?
[SFAS16, par. 16e (AC I17.119)]

6.

Are material events or transactions that are either unusual in nature
or of infrequent occurrence, but not both (and therefore not meeting
criteria for extraordinary items):
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No

N/A

Yes

a. Reported as a separate component of income from continuing
operations?
b. Accompanied by disclosure of the nature and financial effects of
each event?
[APB 30, par. 26 (AC I22.101)]

7.

For gains or losses from extinguishment of debt classified as extraor
dinary items, do disclosures include:

a. Description of the extinguishment transactions, including the
sources of any funds used to extinguish the debt if it is practicable
to identify the sources?
b. Income tax effect in the period of extinguishment?
[SFAS 4, par. 9 (AC I17.104)]

8.

For nonpublic institutions, if there is a restructuring charge, is it
reflected using the most meaningful income statement presentation
within the framework of APB 30?
[EITF 87-4]

9.

If a debtor enters into a binding contract with a holder of its debt
obligation to redeem the debt security at a future date within one year
for a specified amount greater than (or less than) the debtor's carrying
amount of the debt, is the loss that is recognized classified as an
extraordinary item, net of income taxes?
[EITF 95-15]

H. Earnings Per Share
Note: SFAS 128, Earnings per Share, which applies only to entities with
publicly held common stock or potential common stock is effective for
financial statements for both interim and annual periods ending after
December 15,1997. Earlier application is not permitted. If SFAS 128 is not
yet effective, refer to APB 15, Earnings per Share, for disclosure require
ments.
1.

If the reporting entity has a simple capital structure (only common
stock outstanding), are basic per-share amounts for income from
continuing operations and for net income presented on the face of the
income statement for all periods for which an income statement or
summary of earnings is presented?
[SFAS 128, pars. 36 and 38 (AC E11.131 and .133)]

2.

If the reporting entity has other than a simple capital structure, are
basic and diluted per-share amounts for income from continuing
operations and for net income presented on the face of the income
statement with equal prominence for all periods for which an income
statement or summary of earnings is presented?
(Note: If diluted EPS data are reported for at least one period, they
should be reported for all periods presented, even if they are the same
amounts as basic EPS.)
[SFAS 128, pars. 36 and 38 (AC E11.131 and .133)]

3.

If discontinued operations, extraordinary items, or the cumulative
effect of accounting changes are reported in the period, are the basic
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No

N/A

Yes

No

N/A

a. A reconciliation of the numerators and denominators of the basic
and diluted per share computations for income from continuing
operations?

____

____

____

b. The effect that has been given to preferred dividends in arriving
at income available to common shareholders' in computing basic
EPS?

____

____

____

____

____

____

____

____

____

and diluted per share amounts for those line items presented on the
face of the income statement or in the notes?
[SFAS128, par. 37 (AC E11.132)]

4.

If per share amounts not required to be presented by SFAS 128 are
disclosed, are they disclosed only in the notes and do the disclosures
indicate whether the per share amounts are pretax or net of tax?
[SFAS 128, par. 37 (AC E11.132)]

5.

Are the following disclosed for each period for which an income
statement is presented:

c. Securities (including those issuable pursuant to contingent stock
agreements) that could potentially dilute basic EPS in the future
that were not included in the computation of diluted EPS because
to do so would have been antidilutive for the period(s) presented?
[SFAS 128, par. 40 (AC E11.135)]

6.

For the latest period for which an income statement is presented, do
disclosures include a description of any transaction that occurs after
the end of the most recent period but before issuance of the financial
statements that would have changed materially the number of com
mon shares or potential common shares outstanding at the end of the
period if the transaction had occurred before the end of the period?
[SFAS 128, par. 41 (AC E11.136)]

I. Comprehensive Income

Note: SFAS 130, Reporting Comprehensive Income, is effective for fiscal years
beginning after December 15,1997 with earlier application permitted.
Practice Tip

Components of comprehensive income include:

• Foreign currency translation adjustments determined in accordance with SFAS 52, Foreign Currency
Translation.
• Changes in the market value of futures contracts that qualify as hedges as described in SFAS 80, Ac
countingfor Futures Contracts.
• Adjustments of minimum pension liability recognized in accordance with SFAS 87, Employers' Ac
countingfor Pensions.
• Unrealized gains and losses on certain investments in debt and equity securities recognized in accord
ance with SFAS 115, Accountingfor Certain Investments in Debt and Equity Securities.
Additional items may result from future accounting standards.
1.

Are all components of comprehensive income reported in the finan
cial statements in the period in which they are recognized?
[SFAS 130, par. 14 (AC C49.108)]
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Yes

2.

Is a total amount for comprehensive income displayed in the financial
statement where the components of other comprehensive income are
reported?
[SFAS 130, par. 14 (AC C49.108)]

3.

Is an amount for net income displayed and included as a component
of comprehensive income?
[SFAS 130, pars. 15 and 22 (AC C49.109 and .116)]

4.

Are items included in other comprehensive income classified sepa
rately into foreign currency items, minimum pension liability adjust
ments, and unrealized gains and losses on certain investments in debt
and equity securities?
[SFAS 130, par. 17 (AC C49.111)]

5.

Are reclassification adjustments made to avoid double counting in
comprehensive income of items that are displayed as part of net
income for a period that also had been displayed as part of other
comprehensive income in that period or other periods presented on
the face of the financial statement in which comprehensive income is
reported or disclosed in the notes?
[SFAS 130, par. 20 (AC C49.114)]

6.

Are comprehensive income and its components displayed in a finan
cial statement that is displayed with the same prominence as the other
financial statements?
(Note: SFAS 130 encourages but does not require that the compo
nents of other comprehensive income and total comprehensive in
come be displayed below the total for net income in a statement that
reports results of operations or in a separate statement of comprehen
sive income that begins with net income.)
[SFAS 130, pars. 22 and 23 (AC C49.116 and .117)]

7.

Are the components of other comprehensive income displayed either
net of related tax effects, or before related tax effects with one amount
shown for the aggregate tax effect related to the total of other compre
hensive income items?
[SFAS 130, par. 24 (AC C49.118)]

8.

Is the amount of income tax expense or benefit allocated to each
component of other comprehensive income (including reclassifica
tion adjustments) displayed on the face of the statement in which
those components are displayed or disclosed in the notes to the
financial statements?
[SFAS 130, par. 25 (AC C49.119)]

9.

Is the total of other comprehensive income for a period transferred to
a component of equity that is displayed separately from retained
earnings and additional paid-in-capital in the balance sheet with a
descriptive title such as accumulated other comprehensive income?
[SFAS 130, par. 26 (AC C49.120)]

10. Are accumulated balances for each classification within accumulated
other comprehensive income disclosed on the face of the balance
sheet, in the statement of changes in shareholders' equity, or in the
notes?
[SFAS 130, par. 26 (AC C49.120)]
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No

N/A

Yes

No

N/A

____

____

____

a. Adjustments or charges or credits resulting from transactions in
the bank's own capital stock?

____

____

____

b. Transfers to and from accounts properly designated as appropri
ated retained earnings?

____

____

____

____

____

____

____

____

____

____

____

____

11. If condensed interim financial statements are issued, is total compre
hensive income reported?
[SFAS130, par. 27 (AC C49.121)]

J.

Other

1.

Are the following excluded from determination of net income or
results of operations under all circumstances:

c. Adjustments made pursuant to a quasi-reorganization?
[APB 9, par. 28 (AC C08.101)]
2.

3.

For freestanding contracts indexed to and potentially settled in an
institution's own stock are gains and losses included (in contracts
requiring a net cash settlement and those with the option of a net cash
settlement or settlement in shares) in earnings and disclosed in the
financial statements?
[EITF 94-7]

Are gains or losses on written put options that require net cash
settlement included in earnings and disclosed in the financial state
ments?
[EITF 96-1]

Statement of Changes in Stockholders' Equity
A. Are changes in separate component accounts of stockholders' equity
disclosed?
[APB 12, par. 10 (AC C08.102)]
B.

Are changes in the number of shares of equity securities disclosed?
[APB 12, par. 10 (AC C08.102)]

C. If prior-period adjustments have been recorded during the current
year, are their resulting effects (both gross and net of applicable
income taxes and including the amounts of income tax applicable to
the prior period adjustments) appropriately disclosed:
1. For single-period statements, does the disclosure indicate the
effects of such restatement on the balance of retained earnings at
the beginning of the period and on the net income of the immedi
ately preceding period?

2. If financial statements of more than one period are presented, does
disclosure include the effects for each of the periods presented in
the statements?
[APB 9, par. 26 (AC A35.107)]

Practice Tip
Disclosure of restatements in annual reports issued subsequent to the first such post-revision disclosure
would ordinarily not be required.
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Yes

D. If interim financial reports contain an adjustment related to prior
interim periods of the current fiscal year, do disclosures include:
1. The effect on income from continuing operations, net income, and
related per share amounts for each prior interim period of the
current fiscal year?

2. Income from continuing operations, net income, and related per
share amounts for each prior interim period restated?
[SFAS 16, par. 15 (AC A35.111)]
E.

F.

If the reporting entity is a publicly traded company and if interim
financial data and disclosures are not separately reported for the
fourth quarter, are accounting changes made during the fourth quar
ter, disposals of segments of a business, extraordinary, unusual, or
infrequently occurring items recognized in the fourth quarter, and the
aggregate effect of year end adjustments that are material to the
results of that quarter disclosed in a note to the financial statements?
[APB 28, par. 31 (AC I73.147)]

If the reporting entity is a publicly traded company, is disclosure
about the effect of accounting changes on interim periods that are
required by paragraphs 23-26 of APB 28 or by paragraphs 9-13 of
SFAS 3 included in a note to the financial statements for the fiscal year
in which the change is made?
[SFAS 3, par. 14 (AC I73.147)]

____
____

____

____

G. For a correction of an error, is the nature of the error disclosed in the
period in which the error was discovered and corrected:

1. Nature of the error in previously issued financial statements?

____

2. Effect of its correction on income before extraordinary items, net
income, and related per-share amounts, if applicable?
[APB 20, par. 37 (AC A35.105)]

____

Statement of Cash Flows
A. Is a statement of cash flows presented as a basic financial statement
in a presentation in which reports on both financial position and
results of operations for each period for which a statement of income
is presented?
[SFAS 95, par. 3 (AC C25.101)]
B.

Are cash receipts and cash payments from operating activities shown
separately on the statement of cash flows?
[SFAS 95, pars. 27 and 28 (AC C25.125 and .126)]

C. 1. Are cash receipts and payments resulting from purchases and sales
of securities and other assets acquired for resale and carried at market
value in a trading account classified as operating cash flows?
[SFAS 102, par. 8 (AC C25.122A)]
2. Are cash receipts and payments resulting from purchases, organi
zations, and sales of loans, if those loans are acquired specifically
for resale and are carried at market value or the lower of cost or
market, classified as operating cash flows?
[SFAS 102, par. 9 (AC C25.122B); AAG-BNS, par. 8.34]

____

____

____

____

D. Are cash receipts and cash payments for the following transactions
classified as cash flows from operating activities:

____

1. Interest received on loans?
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No

N/A

Yes

E.

F.

2. Insurance proceeds except those directly related to investing or
financing activities?

____

3. Interest paid to creditors?

____

4. Payments to suppliers and employees?

____

5. Payments to governments for taxes, duties, fines, and other fees
or penalties?

____

6. Payments to settle lawsuits?

____

7. Contributions to charities?

____

8. Cash flows from purchases, sales, and maturities of trading secu
rities?
[SFAS 95, pars. 22 and 23 (AC C25.120 and .121)]

____

Are cash receipts and cash payments from investing activities shown
separately on statement of cash flows?
[SFAS 95, par. 31 (AC C25.129)]

____

Are cash receipts and cash payments for the following transactions
classified as cash flows from investing activities:

1. Net change in interest-bearing deposits with banks?

____

2. Net change in federal funds sold (if federal funds sold are not
included in cash and cash equivalents) and securities purchased
under agreements to resell?

____

3. Net change in loans?

____

4. Purchases of and proceeds from sales of available-for-sale securi
ties?

____

5. Proceeds from maturities of available for sale and held-to-matur
ity securities?

____

6. Purchases of held-to-maturity securities?

____

7. Net purchases of property and equipment?

____

8. Net expenditures on foreclosed real estate?

____

9. Proceeds from sale of foreclosed real estate?

____

10. Purchases of mortgage servicing rights?
[AAG-BNS, par. 19.11; SFAS 95, pars. 12,13, and 31 (AC C25.110,
.111, and .129); SFAS 115, par. 18 (AC I80.117)]
G. Are cash receipts and cash payments from financing activities shown
separately on the statement of cash flows?
[SFAS 95, par. 31 (AC C25.129)]

____

____

H. Are cash receipts and cash payments for the following transactions
classified as cash flows from financing activities:
1. Net change in noninterest-bearing, demand, savings, and NOW
deposit accounts?

____

2. Net change in time deposits?

____

3. Net change in borrowed funds?

____

4. Net change in federal funds purchased and securities sold under
agreements to repurchase?

____

5. Issuance and repayment of long-term debt?

____
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No

N/A

Yes

6. Dividend paid?

7. Debt issue costs?
[AAG-BNS, par. 19.11; EITF 95-13]
I.

If applicable, is the effect of exchange rate changes on cash balances
held in foreign currencies shown separately?
[SFAS 95, par. 25 (AC C25.123)]

J.

Is the change in cash and due from banks shown in the statement of
cash flows?
[AAG-BNS, par. 19.11; SFAS 95, par. 26 (AC C25.124)]

K. Is policy for defining a cash equivalent disclosed?
[AAG-BNS, par. 19.12; SFAS 95, par. 10 (AC C25.108)]
L.

Is a reconciliation of net income to net cash flow from operating
activities presented, either within the statement of cash flows or in a
separate schedule (the reconciliation should separately report all
major reconciling items, including at a minimum, changes in receiv
ables, inventory, and payables pertaining to operating activities)?
[SFAS 95, pars. 29 and 30 (AC C25.127 and .128)]

M. Are noncash investing and financing activities (i.e., converting debt
to equity) summarized either in narrative or a separate schedule?
[SFAS 95, par. 32 (AC C25.134)]
N. If the indirect method of reporting operating cash flows is used, are
the amounts of interest paid (net of amounts capitalized) and income
taxes paid disclosed in a separate schedule or footnote for each year
presented?
[SFAS 95, par. 29 (AC C25.127)]
O. Are the following classes of operating cash receipts and payments
for banks using the direct method, at a minimum, separately dis
closed:
1. Cash collected from customers, including lessees, licensees, and
the like?
2. Interest and dividends received?

3. Other operating cash receipts, if any?
4. Cash paid to employees and other suppliers of goods or services,
including suppliers of insurance, advertising, and the like?
5. Interest paid?
6. Income taxes paid?
7. Other operating cash payments, if any?
[SFAS 95, par. 27 (AC C25.125)]

General
A. Titles and References
1.

Are the financial statements suitably titled?
[Generally Accepted]
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No

N/A

Yes

2.

Does each statement include a general reference to the notes that are
an integral part of the financial statement presentation?
[Generally Accepted]

B. Disclosure of Accounting Policies
1.

Is a description of all significant accounting policies of the bank
presented as an integral part of the financial statements?
[APB 22, par. 8 (AC A10.102)]

2.

Does disclosure of significant accounting policies encompass impor
tant judgments as to appropriateness of principles concerning recog
nition of revenue, and allocation of asset costs to current and future
periods?
[APB 22, par. 12 (AC A10.105)]

3.

Does the disclosure of significant accounting policies include appro
priate reference to details presented elsewhere (in the financial state
ments and notes thereto) so duplication of details is avoided?
[APB 22, par. 14 (AC A10.107)]

4.

Does the disclosure of significant accounting policies include an
explanation of the accounting policy for securities, including the basis
for classification?
[AAG-BNS, par. 5.93]

5.

If material, is the accounting policy used in recognizing amounts
related to a modification of an operating lease (that does not change
the lease classification) disclosed?
[EITF 95-17]

C. Comparative Financial Statements
1.

Are comparative statements considered?
[ARB 43, Ch. 2A, pars. 1 and 2 (AC F43.101 and .102)]

2.

Are the disclosures included in the prior years' financial statements
of the preceding year(s) presented, repeated or at least referred to, to
the extent that they continue to be of significance?
[ARB 43, Ch. 2A, par. 2 (AC F43.102)]

3.

If changes have occurred in the manner of or basis for presenting
corresponding items for two or more periods, are appropriate expla
nations of the changes disclosed?
[ARB 43, Ch. 2A, par. 3 (AC F43.103)]

4.

If comparative annual financial statements are presented for earlier
periods, are those financial statements reclassified (or restated) to
reflect retroactive application of the provisions of SFAS 116?
[SFAS116, par. 30]

D. Accounting Changes
1.

For all changes in accounting principles, does disclosure in the period
of the change include:

a. Nature of the change?
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No

N/A

Yes

b. Justification for the change including a clear explanation of why
the newly adopted principle is preferable?

2.

c. Effect on income before extraordinary items and net income?
[APB 20, pars. 17 and 19 (AC A06.113 and .115)]

____

d. Effect on related per-share amounts?

____

For all changes in accounting principles, except those concerning a
change in entity and those recognized in paragraphs 27-30 of APB
20:
a. Are financial statements for prior periods, included for compara
tive purposes, presented as previously reported?

____

b. Is the effect of adopting the new accounting principle on income
before extraordinary items and on net income and the related
earnings-per-share amounts disclosed in the period of the
change?

____

c. Are income before extraordinary items and net income computed
on a pro forma basis shown on the face of the income statements
for all periods presented as if the newly adopted accounting
principle had been applied during all periods affected?
[APB 20, pars. 19-21 and 25 (AC A06.115-.117 and .121)]

3.

4.

5.

6.

7.

8.

____

If appropriate, is the cumulative effect of a change in accounting
principle shown separately between the captions "extraordinary
items" and "net income"?
[APB 20, pars. 20 and 21 (AC A06.116 and .117 and E09.104)]

Is the reason for not reporting the cumulative effect of the change and
not disclosing the pro forma amounts for prior years disclosed if it is
impossible to determine such effect?
[APB 20, pars. 25 and 26 (AC A06.121 and .122)]

If a change in an accounting estimate affects several future periods, is
its effect on income before extraordinary items, net income, and
related per share amounts of the current period disclosed?
[APB 20, par. 33 (AC A06.132)]
If any accounting change has no material effect in the period of change
but is reasonably certain to materially affect later periods, is the
change disclosed in the financial statements of the period of change?
[APB 20, par. 38 (AC A06.133)]

If a change in reporting entity occurs, are the disclosures made in
accordance with APB 20, paragraphs 34 and 35?
[APB 20, pars. 34 and 35 (AC A35.112 and .113)]

____

____

____

____

____

____

If interim financial reports contain an adjustment related to prior
interim periods of the current fiscal year, do disclosures include:

a. The effect on income from continuing operations, net income, and
related per share amounts for each prior interim period of the
current fiscal year?
b. Income from continuing operations, net income, and related per
share amounts for each prior interim period restated?
[SFAS 16, par. 15 (AC A35.111)]
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____
____

No

N/A

Yes

9.

No

If interim financial data and disclosures are not separately reported
for the fourth quarter, and an accounting change is made during the
fourth quarter, is disclosure made in the year of change of:
a. The effect on the interim periods?

____

___

b. Cumulative effect?
[APB 28, par. 31; SFAS 3, par. 14 (AC I73.147)]

____

___

a. A description of regulatory capital requirements for capital ade
quacy purposes and established by the prompt corrective action
provisions of Section 38 of the Federal Deposit Insurance Act?

____

___

b. The actual or possible material effects of noncompliance with such
requirements?

____

___

(1) The institution's required and actual ratios and amounts of
Tier I leverage, Tier I risk-based, and total risk-based capital
and (for savings institutions) tangible capital?

____

___

(2) Factors that may significantly affect capital adequacy such as
potentially volatile components of capital, qualitative factors,
and regulatory mandates?

____

___

d. As of each balance sheet presented, the prompt corrective action
category in which the institution was classified as of its most recent
notification?

____

____

____

___

____

___

____

___

E. Regulatory Matters

The disclosure requirements that follow should be presented for holding
companies and all significant subsidiaries.
1.

Have the following disclosures relating to Federal regulatory capital
requirements been included in the financial statements:

c. Whether the institution is in compliance with the regulatory capi
tal requirements, including the following with respect to quanti
tative measures:3

e. As of the most recent balance sheet date, whether management
believes any conditions or events since notification have changed
the institution's category?
[AAG-BNS, par. 2.51]

2.

3.

If, as of the most recent balance sheet presented, the institution is
either not in compliance with capital adequacy requirements, or
considered less than adequately capitalized under prompt corrective
action provisions or both, are the possible material effects of such
conditions and events on amounts and disclosures in the financial
statements disclosed?
[AAG-BNS, par. 2.52]
Has the institution disclosed the following information in situations
where there is substantial doubt about the institution's ability to
continue as a going concern for a reasonable period of time:

a. Pertinent conditions and events giving rise to the assessment of
substantial doubt about the institution's ability to continue as a
going concern for a reasonable period of time?
3 These amounts may be presented in either narrative or tabular form.
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N/A

Yes

b. Possible effect of such conditions and events?

____

c. Management's evaluation of the significance of those conditions
and events and any mitigating factors?

____

d. Possible discontinuance of operations?

____

e. Management's plans (including relevant prospective financial in
formation)?

____

f.

Information about the recoverability or classification of recorded
asset amounts or classification of liabilities?
[AAG-BNS, par. 2.52]

____

4. If other regulatory limitations exist that could materially affect the
economic resources of the institution, are the following disclosures
made regarding:
a. Noncompliance with laws and regulations?

____

b. Supervisory actions or regulatory changes that place limitations
or restrictions on operating activities?

____

c. Classification of the institution under prompt corrective action
provisions of the FDI Act?

____

d. The continued existence of conditions that brought about previous
regulatory actions or restrictions?

____

e. Effects of scheduled increases in deposit insurance premiums?

____

f.

Failure to meet regulatory capital requirements?

g. Limitations on availability of borrowings through the Federal
Reserve Bank window?

h. Exposure to the institution posed by transactions with correspon
dent banks and related limitations on interbank liabilities?
[AAG-BNS, pars. 2.53,2.81, and 2.82]

F.

____
____
____

Risks and Uncertainties
1.

2.

3.

4.

Is a description of the major products and services the institution sells
or provides and the principal markets, including the location of those
markets, disclosed?
[SOP 94-6, par. 10]
If the institution operates in more than one business, are the relative
importance of its operations in each business and the basis for the
determination (for example, assets, revenues, or earnings) disclosed?
[SOP 94-6, par. 10]

Is an explanation that the preparation of financial statements in
conformity with GAAP requires the use of management's estimates
included in the financial statements?
[SOP 94-6, par. 11]

____

____

____

Is the disclosure regarding an estimate made when known informa
tion available prior to the issuance of the financial statements indi
cates that both of the following criteria have been met:

a. It is at least reasonably possible that the estimate of the effect on the
financial statements of a condition, situation, or set of circumstances
that existed at the date of the financial statements will change in the
near term due to one or more future confirming events.

39

____

No

N/A

Yes

No

N/A

b. The effect of the change will be material.
[SOP 94-6, par. 13]

5.

Does the disclosure in Step 4 above indicate the nature of the uncer
tainty and include an indication that it is reasonably possible that a
change in estimate will occur in the near term?4
[SOP 94-6, par. 14]

6.

If the estimate in Step 4 above involves a loss contingency covered by
SFAS 5, Accounting for Contingencies, do disclosures include an esti
mate of the possible loss or range of loss, or state that such an estimate
cannot be made?5
[SOP 94-6, pars. 13 and 14]

7.

Is disclosure of the concentrations described in paragraph 22 of SOP
94-6 made, if, based on information known to management prior to
issuance of the financial statements, the criteria in paragraph 21 of
SOP 94-6 are met?
[SOP 94-6, pars. 21 and 22]

8.

For those concentrations of labor subject to collective bargaining
agreements and concentrations of operations located outside of the
entity's home country that meet the criteria of paragraph 21 of SOP
94-6, are the following specific items disclosed:

a. The percentage of labor force covered by a collective agreement
and the percentage of the labor force covered by a collective
bargaining agreement that will expire in one year?
b. The carrying amounts of net assets and the geographic areas in
which they are located for operations located outside the entity's
home country?
[SOP 94-6, par. 24]

9.

Have the optional disclosures in paragraphs 14 and 15 of SOP 94-6
been considered?
[SOP 94-6, par. 10]

G. Contingencies and Commitments
1.

Is the nature and amount of accrued loss contingencies, including
those related to environmental matters, litigation, claims, and assess
ments, disclosed as necessary to keep the financial statements from
being misleading?
[SFAS 5, par. 9 (AC C59.108)]

2.

For loss contingencies not accrued including environmental matters,
do disclosures indicate:

a. Nature of the contingency?
b. Estimate of possible loss or range of loss, or a statement that such

estimate cannot be made?
[SFAS 5, par. 10 (AC C59.109 and .111)]
4 If risk reduction techniques are used to mitigate losses to the entity that may result from certain events, these disclosures are
encouraged but not required.
5 See footnote 11.
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Yes

3.

Is the nature and amount of guarantees disclosed (e.g., obligations
under standby letters of credit, guarantees to repurchase loans that
have been sold and commitments to originate loans)?
[SFAS 5, par. 12 (AC C59.113); FASBI34, pars. 2 and 3 (AC C59.114)]

4.

Are gain contingencies adequately disclosed and misleading implica
tions about likelihood of realization avoided?
[SFAS 5, par. 17 (AC C59.118)]

5.

Is there adequate disclosure of commitments, such as those for capital
expenditures, for purchase or sale of securities under financial futures
contracts, unused letters of credit, and for funding of loans?
[SFAS 5, pars. 18 and 19 (AC C59.120); FASB 80 (AC F80)]

6.

Is disclosure made if a subsidiary bank has guaranteed parent com
pany debt?
[SFAS 57, par. 1 (AC R36.101)]

7.

If the institution as guarantor "lends" its creditworthiness to another
party (borrower) for a fee, is the guarantee disclosed in a note, if
material?
[EITF 85-20]

8.

If exposure to loss exists in excess of the amount accrued for a loss
contingency, do disclosures include the excess amount or state that
no estimate is possible?
[SFAS 5, par. 10 (AC C59.109)]

9.

When, after considering management's plans, the auditor concludes
there is substantial doubt about the entity's ability to continue as a
going concern for a reasonable period of time, is adequate disclosure
of the situation made in the financial statements?
[SAS 59, par. 10 (AU 341.10)]

H. Environmental Remediation Liabilities
1.

Is there disclosure of the following accounting policies:

a. Whether accruals for environmental remediation liabilities are
measured on a discounted basis?
b. The policy concerning the timing of recognition of recoveries?
(Encouraged, but not required.)
[SOP 96-1 (Ch. 7, pars. 11 and 12)]
2.

Do the financial statements disclose the event, situation, or set of
circumstances that triggered recognition of loss contingencies that
arose out of the reporting entity's environmental remediation-related
obligations? (Encouraged, but not required.)
[SOP 96-1 (Ch. 7, par. 12)]

Recognized Losses and Recoveries of Losses, and Reasonably Possible
Loss Exposures

3.

With respect to recorded accruals for environmental remediation loss
contingencies and assets for third-party recoveries related to environ
mental remediation obligations, are the following disclosed:

a. The nature of the accruals, if such disclosure is necessary for the
financial statements not to be misleading, and, in situations where
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No

N/A

Yes

disclosure of the nature of the accruals is necessary, the total
amount accrued for the remediation obligation, if such disclosure
is also necessary for the financial statements not to be misleading?

____

b. If any portion of the accrued obligation is discounted, the undis
counted amount of the obligation and the discount rate used in the
present-value determinations?

____

c. If the criteria of SOP 94-6 (it is at least reasonably possible that an
estimate of the effect on the financial statements of a matter that
existed at the balance-sheet date will change in the near term and
the effect of the change would be material to financial statements)
are met with respect to the accrued obligation or to any recognized
asset for third-party recoveries, an indication that it is at least
reasonably possible that a change in the estimate of the obligation
or of the asset will occur in the near term?
[SOP 96-1 (Ch. 7, par. 20)]
4.

____

With respect to reasonably possible loss contingencies, including
reasonably possible loss exposures in excess of the amount accrued,
are the following disclosed:
a. The nature of the reasonably possible loss contingency, that is, a
description of the reasonably possible remediation obligation, and
an estimate of the possible loss exposure or the fact that such an
estimate cannot be made?

____

b. If the criteria of SOP 94-6 are met with respect to estimated loss (or
gain) contingencies, an indication that it is at least reasonably
possible that a change in the estimate will occur in the near term?

____

c. The estimated time frame of disbursements for recorded amounts
if expenditures are expected to continue over the long term?
(Encouraged, but not required.)

____

d. The estimated time frame for realization of recognized probable
recoveries, if realization is not expected in the near term? (Encour
aged, but not required.)

____

e. If the criteria of SOP 94-6 are met with respect to the accrued
obligation, to any recognized asset for third-party recoveries, or to
reasonably possible loss exposures or disclosed gain contingen
cies, the factors that cause the estimate to be sensitive to change?
(Encouraged, but not required.)

____

If an estimate of the probable or reasonably possible loss or range
of loss cannot be made, the reasons why it cannot be made?
(Encouraged, but not required.)

____

f.

g. If information about the reasonably possible loss or the recognized
and additional reasonably possible loss for an environmental
remediation obligation related to an individual site is relevant to
an understanding of the financial position, cash flows, or results
of operations of the entity, the following with respect to the site:
(Encouraged, but not required.)
(1)

The total amount accrued for the site?

____

(2)

The nature of any reasonably possible loss contingency or
additional loss, and an estimate of the possible loss or the fact
that an estimate cannot be made and the reasons why it
cannot be made?

____
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No

N/A

Yes

(3)

Whether other potentially responsible parties are involved
and the entity's estimated share of the obligation?

____

(4)

The status of regulatory proceedings?

____

(5)

The estimated time frame for resolution of the contingency?
[SOP 96-1 (Ch. 7, pars. 21 and 22)]

____

Probable But Not Reasonably Estimable Losses

5.

6.

If the reporting entity's probable but not reasonably estimable envi
ronmental remediation obligations may be material, are the nature of
the probable contingency (that is, a description of the remediation
obligation) and the fact that a reasonable estimate cannot currently be
made disclosed?
[SOP 96-1 (Ch. 7, par. 25)]

Is the estimated time frame for resolution of the uncertainty as to the
amount of the loss disclosed? (Encouraged, but not required.)
[SOP 96-1 (Ch. 7, par. 25)]

____

____

Environmental Remediation Costs Recognized Currently
7.

Is the amount of environmental remediation costs recognized in the
income statement disclosed in the following detail: (Encouraged, but
not required.)

a. The amount recognized for environmental remediation loss con
tingencies in each period?

____

b. The amount of any recovery from third parties that is credited to
environmental remediation costs in each period?

____

c. The income statement caption in which environmental remedia
tion costs and credits are included?
[SOP 96-1 (Ch. 7, par. 29)]

____

Other Matters
8.

9.

I.

Do the financial statements include a contingency conclusion that ad
dresses the estimated total unrecognized exposure to environmental
remediation and other loss contingencies? (Optional.)
[SOP 96-1 (Ch. 7, par. 30)]
Is there a description of the general applicability and impact of
environmental laws and regulations upon their business and how the
existence of such laws and regulations may give rise to loss contin
gencies for future environmental remediation? (Optional.)
[SOP 96-1 (Ch. 7, par. 31)]

____

____

Related-Party Transactions and Economic Dependency
1.

For related-party transactions, do disclosures include:

a. The nature of the relationship(s) involved (e.g., parent, subsidiary
and affiliate companies, officers, stockholders, etc.)?

____

b. A description of the transactions, including transactions to which
no amounts or nominal amounts were ascribed, for each of the
periods for which income statements are presented, and such
other information deemed necessary to understand the effects of
the transactions on the financial statements?

____
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No

N/A

Yes

c. The dollar amounts of transactions for each of the periods for
which income statements are presented and the effects of any
change in the method of establishing the terms from that used in
the preceding period?
d. Amounts due from or to related parties as of the date of each
balance sheet presented and, if not otherwise apparent, the terms
and manner of settlement?
[SFAS 57, pars. 2-4 (AC R36.102-.104)]

J.

2.

If the institution is part of a group that files a consolidated tax return,
is the aggregate amount of current and deferred tax expense disclosed
for each of the periods for which income statements are presented and
the amount of any tax-related balance due to or from affiliates as of
the date of each balance sheet presented?
[SFAS 109, par. 49a (AC C51.108A)]

3.

If the institution is part of a group that files a consolidated tax return,
are the principal provisions of the method in which current and
deferred tax expense is allocated to members of the group and the
nature and effect of any changes in the method disclosed for each of
the periods for which income statements are presented?
[SFAS 109, par. 49b (AC C51.108A)]

4.

Is the nature of a controlled relationship disclosed, even though there
are no transactions between the enterprises, if the reporting bank and
one or more other enterprises are under common ownership or man
agement control, and the existence of the control could result in
operating results or financial position of the reporting bank being
significantly different from those that would have been obtained if the
bank were autonomous?
[SFAS 57, par. 4 (AC R36.104)]

Lessor Leases
When leasing, exclusive of leveraged leasing, is a significant part of the
institution's (lessor's) business activities in terms of revenue, net income,
or assets, is the following information with respect to leases disclosed in
the financial statements or notes thereto:

1.

For sales-type and direct financing leases:

a. The components of the net investment as of the date of each
balance sheet presented:
(1)

Future minimum lease payments to be received, with sepa
rate deductions for:

(a)

(b)
(2)

Amounts representing executory costs, including any
profit thereon, included in the minimum lease pay
ments?
The accumulated allowance for uncollectible minimum
lease payments receivable?

Unguaranteed residual values accruing to the benefit of the
lessor?

(3) For direct financing leases only, initial direct costs?
(4) Unearned income?
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No

N/A

Yes

b. Future minimum lease payments to be received for each of the five
succeeding fiscal years as of the date of the latest balance sheet
presented?

c. Total contingent rentals included in income for each period for
which an income statement is presented?
[SFAS 13, par. 23a, as amended by SFAS 91, par. 25d (AC
L10.119a)]

2.

Is the method of amortizing deferred investment credits retained on
lease transactions disclosed?
[AAG-BNS, par. 14.32]

3.

Are leasing arrangements described?
[SFAS 13, par. 23c (AC L10.119c)]

4.

Are the following disclosures made for leveraged leases:

5.

____
____

____
____

a. The deferred taxes related to the investment in a leveraged lease
shall be presented separately from the remainder of the net invest
ment?

____

b. Pretax income from leveraged leases?

____

c. Tax effect of pretax income?

____

d. Amount of investment tax credit recognized as income during the
period, if any?
[SFAS 13, par. 47 (AC L10.149)]

____

If leveraged leases are a significant part of the institution's (lessor's)
business activities in terms of revenue, net income, or assets, are the
following additional disclosure made as to the investment in lever
aged leases:

a. Rental receivable?

____

b. A receivable for the amount of investment tax credit to be realized
on the transaction?

____

c. Estimated residual value of the leased asset?

____

d. Unearned and deferred income?
[SFAS 13, pars. 43 and 47 (AC L10.149)]

____

K. Lessee Leases
1.

For capital leases, do disclosures include:

a. Gross amounts of assets recorded by major classes as of the date
of each balance sheet presented?
[SFAS 13, par. 16.a.i. (AC L10.112a(1))]
b. Future minimum lease payments, as of the latest balance sheet
presented, in the aggregate, and for each of the five succeeding
fiscal years with separate deductions for executory costs and
imputed interest to reduce net minimum lease payments to pres
ent value?

____

____

[SFAS 13, pars. 10 and 16.a.ii. (AC L10.106 and .112a(2))]

c. Total of future minimum sublease rentals under noncancelable
subleases as of the date of the latest balance sheet presented?
[SFAS 13, par. 16.a.iii. (AC L10.112a(3))]
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____

No

N/A

Yes

d. Total contingent rentals actually incurred for each period for
which an income statement is presented?
[SFAS 13, par. 16.a.iv. (AC L10.112a(4))]

____

e. Separate identification of:

2.

(1)

Assets recorded under capital leases?

____

(2)

Accumulated amortization of capital leases?

____

(3)

Obligations under capital leases?

____

(4)

Amount of amortization of capital lease assets or the fact that
the amortization of capital lease assets is included in depre
ciation expense?
[SFAS 13, par. 13 (AC L10.112a(5))]

For operating leases that have initial or remaining noncancelable lease
terms in excess of one year, do disclosures include:

a. Future minimum rental payments required as of the latest balance
sheet presented in the aggregate and for each of the five succeed
ing fiscal years?
b. The total of future minimum rentals under noncancelable sub
leases as of the date of the latest balance sheet presented?
[SFAS 13, par. 16b (AC L10.112b)]

3.

4.

For all operating leases, do disclosures include rental expense for each
period for which an income statement is presented with separate
amounts for minimum rentals, contingent rentals, and sublease rentals?
[SFAS 13, par. 16c (AC L10.112c)]

L.

____
____

____

Do disclosures include a general description of the lessee's leasing
arrangements including but not limited to:
a. Basis for determination of contingent rentals?

____

b. Terms of any renewal or purchase and options or escalation
clauses?

____

c. Restrictive covenants?
[SFAS 13, par. 16d (AC L10.112d)]

5.

____

____

If the conditions of EITF 90-15 are met, does the lessee consolidate
special-purpose entities established for both the construction and
subsequent lease of an asset and does consolidation occur at the
inception of the lease rather than at the beginning of the lease term?
[EITF 90-15]

____

Pension and Employee Stock Ownership Plans

(For defined benefit pension plans, accounting and reporting by the plans
themselves should be in conformity with SFAS 35 (AC Pe5).
1.

If there is a defined benefit plan, do disclosures include:

a. A description of the plan, including employee groups covered,
type of benefit formula, funding policy, types of assets held and
significant nonbenefit liabilities, if any, and the nature and effect
of significant matters affecting comparability of information for all
periods presented?
[SFAS 87, par. 54a (AC P16.150a)]
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____

No

b. The amount of net periodic pension cost for the period showing
separately the service cost component, the interest cost compo
nent, the actual return on assets for the period, and the net total of
other components?6
[SFAS 87, par. 54b (AC P16.150b)]

c. Measurement of plan assets and obligations within three months
of the balance-sheet date using a consistent date from year to year
(estimates may be necessary)?
[SFAS 87, par. 52 (AC P16.148)]

Yes

No

N/A

____

____

____

____

____

____

d. A schedule reconciling the funded status of the plan with amounts
reported in the employer's statement of condition, showing sepa
rately:
(1)

The fair value of plan assets?

____

____

____

(2)

The projected benefit obligation identifying the accumulated
benefit obligation and the vested benefit obligation?

____

____

____

(3)

The amount of unrecognized prior service cost?

____

____

____

(4)

The amount of unrecognized net gain or loss (including asset
gains and losses not yet reflected in market-related value)?

____

____

____

The amount of any remaining unrecognized net obligation or
net asset existing at the date of initial application of SFAS 87,
paragraph 36 (AC P16.130)?

____

____

____

The amount of any additional liability recognized pursuant
to SFAS 87, paragraph 36 (AC P16.130)?

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

(5)

(6)

(7)

The amount of net pension asset or liability recognized in the
statement of financial position pursuant to SFAS 87, para
graphs 35 and 36 (AC P16.129 and .130) (which is the net result
of combining the preceding six items)?
[SFAS 87, par. 54c (AC P16.150c)]

e. The weighted-average assumed discount rate and rate of compen
sation increase (if applicable) used to measure the projected bene
fit obligation and the weighted-average expected long-term rate
of return on plan assets?
[SFAS 87, par. 54d (AC P16.150d)]

f. If applicable, the amounts and types of securities of the employer
and related parties included in plan assets and the approximate
amount of annual benefits of employees and retirees covered by
annuity contracts issued by the employer and related parties?
[SFAS 87, par. 54e (AC P16.150e)]
g. If applicable, the alternative amortization method used pursuant
to SFAS 87, paragraphs 26 and 33 (AC P16.120 and .127), and the
existence and nature of the commitment discussed in SFAS 87,
paragraph 41 (AC P16.135)?
[SFAS 87, par. 54e (AC P16.150e)]

6 The net total of other components is the net effect during the period of certain delayed recognition provisions of SFAS 87 (AC P16).
That net total includes:
a. The net asset gain or loss during the period deferred for later recognition (in effect, an offset or a supplement to the actual return
on plan assets).
b. Amortization of the net gain or loss from earlier periods.
c. Amortization of unrecognized prior service cost.
d. Amortization of the unrecognized net obligation or net asset existing at the date of initial application of SFAS 87 (AC P16).

47

Yes

h. If more than one defined benefit plan exists:

2.

(1)

Are the disclosures required by Step 1 above aggregated for
all of the employer's single-employer defined benefit plans
or disaggregated in groups so as to provide the most useful
information?

(2)

Are plans with assets in excess of accumulated benefit obli
gations not aggregated with plans that have accumulated
benefit obligations that exceed plan assets?

(3)

Are disclosures for plans outside the U.S. not combined with
those for U.S. plans unless those plans use similar economic
assumptions?
[SFAS 87, par. 56 (AC P16.153)]

If there is a defined contribution plan, do disclosures include:

a. A description of the plan(s), including employee groups covered,
the basis for determining contributions, and the nature and effect
of significant matters affecting comparability of information for all
periods presented?
b. The amount of cost recognized during the period?
[SFAS 87, par. 65 (AC P16.162)]

3.

If the pension plan has characteristics of both a defined benefit plan
and a defined contribution plan:

a. Is the substance of the plan to provide a defined benefit?
b. If answer is yes, are disclosures required for a defined benefit plan
made?
[SFAS 87, par. 66 (AC P16.163)]

4.

If there is a multiemployer plan, do disclosures include:

a. A description of the multiemployer plan(s), including the em
ployee groups covered, the type of benefits provided (defined
benefit or defined contribution), and the nature and effect of
significant matters affecting comparability of information for all
periods presented?
b. The amount of cost recognized during the period?
[SFAS 87, par. 69 (AC P16.166)]

c. If the situation arises where the withdrawal from a multiemployer
plan may result in the employer having an obligation to the plan
for a portion of its unfunded benefit obligations that is either
probable or reasonably possible, are the provisions of SFAS 5 (AC
C59) applied?
[SFAS 87, par. 70 (AC P16.167)]
5.

If there is a settlement or curtailment of a defined benefit pension plan
or termination benefits under such a plan, do disclosures include:

a. A description of the nature of the event(s)?
b. The amount of gain or loss recognized?
[SFAS 88, par. 17 (AC P16.187)]

6.

If the bank terminates a defined benefit plan and (1) contributes the
assets withdrawn to a defined contribution plan, (2) the amount con-
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No

N/A

Yes

No

tributed is in excess of the employer's required annual contribution
to the plan, and (3) the risk and rewards of the ownership of the assets
are retained by the employer, are the following disclosures consid
ered:

a. Is the excess contribution that is not allocated to individual par
ticipants accounted for as an asset regardless of the source of
funds?

____

___

b. Is the unallocated amount treated as if it were part of the em
ployer's investments portfolio and recorded as an asset?

____

___

Is the income attributed to such securities including divi
dends, interest and realized gains and losses reported in a
manner consistent with the employer's reporting of similar
items?

____

___

c. Are the unallocated assets consisting of the employer's own stock
recorded as treasury stock in the employer's financial statements?

____

___

____

___

____

___

For leveraged ESOPs and pension reversion ESOPs, does the
description include the basis for releasing shares and how
dividends on allocated and unallocated shares are used?

____

___

b. A description of the accounting policies followed for ESOP trans
actions, including the method of measuring compensation, the
classification of dividends on ESOP shares, and the treatment of
ESOP shares for EPS computations?

____

___

If the entity has both old ESOP shares for which it does not
adopt the guidance in SOP 93-6 and new ESOP shares for
which the guidance in SOP 93-6 is required, are the account
ing policies for both blocks of shares disclosed?

____

___

c. The amount of compensation cost recognized during the period?

____

___

d. The number of allocated shares, committed-to-be-released shares,
and suspense shares held by the ESOP at the balance-sheet
date?

____

___

If the entity has both old ESOP shares for which it does not
adopt the guidance in SOP 93-6 and new ESOP shares for
which the guidance in SOP 93-6 is required, is the above
disclosure made separately for both blocks of shares?

____

___

The fair value of unearned ESOP shares at the balance-sheet date,
for shares accounted for under SOP 93-6?7

____

___

(1)

d. Are the unallocated assets consisting of the employer's debt secu
rities recorded as assets (rather than debt extinguishment) in the
employer's financial statements?
[EITF 86-27]
7.

If an employer sponsors an ESOP, do the employer's disclosures
include:

a. A description of the plan, the basis for determining contributions,
including the employee groups covered, and the nature and effect
of significant matters affecting comparability of information for all
periods presented?

(1)

(1)

(1)

e.

7 This disclosure need not be made for old ESOP shares for which the entity does not apply the guidance in SOP 93-6.
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N/A

Yes

f.

No

N/A

The existence and nature of any repurchase obligation, including
disclosure of the fair value of the shares allocated as of the balancesheet date, which are subject to a repurchase obligation?8
[SOP 93-6, par. 53]

8.

Are all the items listed in Step 7 above disclosed even if the bank
does not adopt SOP 93-6 for shares held by the ESOP on December
31,1992?
[SOP 93-6, par. 55]

9.

For leveraged ESOPs and for nonleveraged ESOPs where the assets
from a terminated defined benefit pension plan are used by the ESOP
to purchase shares, when the employer reports the issuance of shares
or the sale of treasury shares to the ESOP, is the charge to unearned
ESOP shares presented as a separate item in the balance sheet as a
contra-asset account?
[SOP 93-6, pars. 13 and 46]

10. If the employer sponsors an ESOP with an indirect loan, is the outside
loan reported as a liability and is the receivable from the ESOP not
reported as an asset on the employer's balance sheet?
[SOP 93-6, par. 26]

11. If the employer sponsors an ESOP with an employer loan, is the
ESOPs note payable and the employer's note receivable from the
ESOP not reported in the employer's balance sheet?
[SOP 93-6, par. 27]
M. Postretirement Health Care and Life Insurance Benefits
1.

□

If there are one or more defined benefit postretirement plans, do
disclosures include:

a. A description of the substantive plan(s) that is the basis for the
accounting, including the nature of the plan, any modifications of the
existing cost-sharing provisions that are encompassed by the sub
stantive plan(s), and the existence and nature of any commitment
to increase monetary benefits provided by the postretirement
benefit plan, employee groups covered, types of benefits pro
vided, funding policy, types of assets held and significant non
benefit liabilities, and the nature and effect of significant matters
affecting the comparability of information for all periods pre
sented, such as the effect of a business combination or divestiture?

____

____

___

b. The amount of net periodic postretirement benefit cost showing
separately the service cost component, the interest cost compo
nent, the actual return on plan assets for the period, amortization
of the unrecognized transition obligation or transition asset, and
the net total of other components?9

____

____

___

8 Employers may wish to disclose additional information about the obligation, particularly information about the timing of

payments.
9 The net total of other components is generally the net effect during the period of certain delayed recognition provisions of SFAS106.
That net total includes:
a. The net asset gain or loss during the period deferred for later recognition (in effect, an offset or a supplement to the actual return
on plan assets).
b. Amortization of unrecognized prior-service cost.
c. Amortization of the net gain or loss from earlier periods.
d. Any gain or loss recognized due to a temporary deviation from the substantive plan (paragraph 61 of SFAS 106).
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Yes

c. A schedule reconciling the funded status of the plan(s) with
amounts reported in the employer's statement of financial posi
tion, showing separately:

(1)

The fair value of plan assets?

(2)

The accumulated postretirement benefit obligation, identi
fying separately the portion attributable to retirees, other
fully eligible plan participants, and other active plan par
ticipants?

(3)

The amount of unrecognized prior-service cost?

(4)

The amount of unrecognized net gain or loss, including plan
asset gains and losses not yet reflected in market-related
value?

(5)

The amount of any remaining unrecognized transition obli
gation or transition asset?

(6)

The amount of net postretirement benefit asset or liability
recognized in the statement of condition, which is the net
result of combining the preceding five items?

d. The assumed health care cost trend rate(s) used to measure the
expected cost of benefits covered by the plan (gross eligible
changes) for the next year and a general description of the direc
tion and pattern of change in the assumed trend rate(s) thereafter,
together with the ultimate trend rate(s), and when the rate(s) is
expected to be achieved?

e. The weighted average of the assumed discount rate(s) and rate(s)
of the compensation increase (for pay-related plans) used to mea
sure the accumulated postretirement benefit obligation and the
weighted average of the expected long-term rate(s) of return on
plan assets and, for plans whose income is segregated from the
employer's investment income for tax purposes, the estimated
income tax rate(s) included in the rate of return?
f.

The effect of a one-percentage-point increase in the assumed
health care cost trend rates for each future year on:

(1)

The aggregate of the service and interest cost components of
net periodic postretirement health care benefit cost?

(2) The accumulated postretirement benefit obligation for health
care benefits (for purposes of this disclosure, all other as
sumptions shall be held constant and the effects shall be
measured based on the substantive plan that is the basis for
the accounting)?

g. The amounts and types of securities of the employer and related
parties included in plan assets, and the approximate amount of
future annual benefits of plan participants covered by insurance
contracts issued by the employer and related parties?
h. Any alternative amortization method used pursuant to paragraph
53 or 60 of SFAS 106 (AC P40.148 or .155)?

i.

The amount of gain or loss recognized during the period for a
settlement or curtailment and a description of the nature of the
event(s)?
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No

N/A

Yes

j.

2.

The cost of providing special or contractual termination benefits
recognized during the period and a description of the nature of
the event(s)?
[SFAS 106, par. 74a-j (AC P40.169a-j)]

If more than one defined benefit postretirement plan exists:

a. Are the disclosures required by Step 1 above aggregated for all
of an employer's single-employer defined benefit postretire
ment plans or disaggregated in groups so as to provide the most
useful information (except for purposes of the disclosures re
quired by Step 1.c. above, the aggregate plan assets and the aggre
gate accumulated postretirement benefit obligation of the
underfunded plans shall be separately disclosed)?
[SFAS 106, par. 77 (AC P40.172)]
b. Are plans that provide primarily postretirement health care bene
fits and plans that provide primarily other postretirement welfare
benefits separately disclosed if the accumulated postretirement
benefit obligation of the latter plans is significant relative to the
aggregate accumulated postretirement benefit obligation for all of
the plans?
c. Are plans inside the U.S. and plans outside the U.S. separately
disclosed if the accumulated postretirement benefit obligation of
the latter plans is significant relative to the aggregate accumulated
postretirement benefit obligation for all of the plans?
[SFAS 106, par. 78 (AC P40.173)]

3.

If there is a multiemployer plan, do disclosures include:

a. A description of the multiemployer plan(s), including the em
ployee groups covered, the type of benefits provided (defined
benefits or defined contribution), and the nature and effect of
significant matters affecting comparability of information for all
periods presented?
b. The amount of postretirement benefit cost recognized during the
period, if available (otherwise, the amount of the aggregate re
quired contribution for the period to the general health and wel
fare benefit plan that provides health and welfare benefits to both
active employees and retirees)?
[SFAS 106, par. 82 (AC P40.178)]

c. Are the provisions of SFAS 5, Accountingfor Contingencies, applied
if the situation arises where withdrawal from a multiemployer
plan may result in an employer's having an obligation to the plan,
for a portion of the plan's unfunded accumulated postretirement
benefit obligation, and it is either probable or reasonably possible
that:

(1)

An employer would withdraw from the plan under circum
stances that would give rise to an obligation?
or

(2) An employer's contribution to the fund would be increased
during the remainder of the contract period to make up a
shortfall in the funds necessary to maintain the negotiated
level of benefit coverage?
[SFAS 106, par. 83 (AC P40.179)]
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No

N/A

Yes

4.

If there are one or more defined contribution postretirement plans,
are the following items disclosed separately from defined benefit
postretirement plan disclosures:

a. A description of the plan(s), including employee groups covered,
the basis for determining contributions, and the nature and effect
of significant matters affecting comparability of information for all
periods presented?
b. The amount of cost recognized during the period?
[SFAS 106, par. 106 (AC P40.198)]

____
____

N. Consolidations
1.

If consolidated statements are presented:

a. Is the consolidation policy disclosed?
[ARB 51, par. 5 (AC C51.108); APB 22, par. 13 (AC A10.106)]

____

b. Are material intercompany balances and transactions eliminated?
[ARB 51, par. 6 (AC C51.109)]

____

c. If the financial reporting periods of subsidiaries differ from that of
the parent, is recognition given to the effect of intervening events
that materially affect financial position or the results of operations
recognized?
[ARB 51, par. 4 (AC C51.107); FASBI13, pars. 5 and 6 (AC I89.120-.122)]

2.

Are the accounts of majority-owned subsidiaries consolidated (sub
ject to the exception described in SFAS 94, par. 13 [AC C51.102])?
[SFAS 94, par. 13 (AC C51.103)]

3.

If the bank owns a captive finance company, are the provisions of the
AICPA Audit and Accounting Guide Audits of Finance Companies
applied?

4.

Are combined financial statements considered for entities under com
mon control?
[ARB 51, pars. 22 and 23 (AC C51.121 and .122)]

____

____

____
____

O. Financial Instruments
1.

For financial instruments with off-balance-sheet risk (except for those
excluded in SFAS 105), are the following disclosed either in the body
of the financial statements or in the notes by category of financial
instrument:

a. The face or contract amount (or notional principal amount if there
is no face or contract amount)?

____

b. The nature and terms, including, at a minimum, a discussion of:

2.

(1)

The credit and market risk of those instruments?

____

(2)

The cash requirements of those instruments?

____

(3)

The related accounting policy pursuant to the requirements
of APB 22, Disclosure of Accounting Policies?
[SFAS 105, par. 17, as amended by SFAS 119, par. 14 (AC
F25.112)]

Do the disclosures in Steps 1.a. and b. distinguish between financial
instruments with off-balance-sheet risk held or issued for trading
purposes, including dealing and other trading activities measured at
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____

No

N/A

Yes

fair value with gains and losses recognized in earnings, and financial
instruments with off-balance-sheet risk held or issued for purposes
other than trading?
[SFAS105, par. 17, as amended by SFAS 119, par. 14 (AC F25.112)]
3.

For financial instruments with off-balance-sheet risk (except for those
excluded in SFAS 105), are the following disclosed, either in the body
of the financial statements or in the notes, by category of financial
instrument:

a. The amount of accounting loss the bank would incur if any
party to the financial instrument failed completely to perform
according to the terms of the contract and if the collateral or
other security, if any, for the amount due proved to be of no
value to the bank?
b. The bank's policy of requiring collateral or other security to sup
port financial instruments subject to credit risk, information about
the bank's access to that collateral or other security, and the nature
and a brief description of the collateral or other security support
ing those financial instruments?
[SFAS 105, par. 18, as amended by SFAS 119, par. 14 (AC F25.113)]

4.

Do disclosures of all significant concentrations of credit risk arising
from all financial instruments, whether off-balance-sheet risk or from
individual counterparty or groups of counterparties (except for cer
tain insurance and investment contracts, purchase contracts and pen
sion obligations), include:

a. Information about the (shared) activity, region, or economic char
acteristic that identifies the concentration?
b. The amount of the accounting loss due to credit risk the institution
would incur if parties to the financial instruments that make up the
concentration failed completely to perform according to the terms of
the contracts and if the collateral or other security, if any, for the
amount due proved to be of no value to the institution?

c. The institution's policy of requiring collateral or other security to
support financial instruments subject to credit risk, information
about the institution's access to that collateral or other security,
and the nature and a brief description of the collateral or other
security supporting those financial instruments?
[SFAS 105, par. 20 (AC F25.115)]

Note: SFAS 126, Exemptionfrom Certain Required Disclosures about Financial
Instruments for Certain Nonpublic Entities, amends SFAS 107, Disclosures
about Fair Value ofFinancial Instruments, to make the disclosures prescribed
in SFAS 107 optional for entities that meet all of the following criteria:
a. The entity is nonpublic.
b. The entity's total assets are less than $100 million on the date of the
financial statements.
c. The entity has not held or issued any derivative financial instruments,
as defined in SFAS 119, Disclosure about Derivative Financial Instru
ments and Fair Value ofFinancial Instruments, other than loan commit
ments, during the reporting period.
SFAS 126 is effective for fiscal years ending after December 15,1996, with
earlier application permitted in financial statements that have not been
issued previously.
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No

N/A

5.

6.

7.

8.

Is the fair value of financial instruments, for which it is practicable to
estimate that value (except for those excluded in paragraphs 8 and 13
of SFAS 107), disclosed, together with the related carrying amount in
a form that makes it clear whether the fair value and carrying amount
represent assets or liabilities and how the carrying amounts relate to
what is reported in the statement of financial condition?10
[SFAS 107, par. 10, as amended by SFAS 119, par. 15 (AC F25.115C)]

Do the disclosures in Step 5 distinguish between financial instruments
held or issued for trading purposes, including dealing and other
trading activities measured at fair value with gains and losses recog
nized in earnings, and financial instruments held or issued for pur
poses other than trading?
[SFAS 107, par. 10, as amended by SFAS 119, par. 15 (AC F25.115C)]
Are the method(s) and significant assumptions used to estimate the
fair value of financial instruments disclosed?
[SFAS 107, par. 10 (AC F25.115C)]

No

____

____

___

____

____

___

____

____

___

____

____

___

____

____

___

____

____

___

____

____

___

____

____

___

b. The reasons why it is not practicable to estimate fair value?
[SFAS 107, par. 14 (AC F25.115G)]

If the offsetting of derivative financial instruments against nonderivative
financial instruments is not permitted under FASB Interpretation 39,
Offsetting of Amounts Related to Certain Contracts, does the institution, in
disclosing the fair value of a derivative financial instrument, not:
a. Combine, aggregate, or net the fair value with the fair value of a
nonderivative financial instrument?

b. Net the fair value with the fair value of other derivative financial
instruments?
[SFAS 107, par. 13, as amended by SFAS 119, par. 15 (AC F25.115J)]
10. For all fiscal years subsequent to the year of transition, are SFAS 107
disclosures included for each year for which a statement of financial
position is presented for comparative purposes?
[SFAS 107, par. 17]

P. Foreign Currency
1.

2.

N/A

If it is not practicable to estimate the fair market value of a financial
instrument, do the disclosures include:

a. Information pertinent to estimating the fair value of the financial
instrument or class of financial instruments, such as the carrying
amount, effective interest rate, and maturity?

9.

Yes

□

Is the aggregate transaction gain or loss included in net income for the
period disclosed?
[SFAS 52, par. 30 (AC F60.140)]

____

____

___

____

____

___

Does the analysis of changes during the period in the separate com
ponent of equity for cumulative translation adjustments disclose:

a. Beginning and ending amount of cumulative translation adjust
ments?

10 If disclosed in more than a single note, one of the notes should include a summary table containing the fair value and related
carrying amounts and cross-references to the location(s) of the remaining disclosures required by SFAS 107, as amended.
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Yes

b. The aggregate adjustment for the period resulting from translation
adjustments and gains and losses from certain hedges and inter
company balances?

____

c. The amount of income taxes for the period allocated to translation
adjustments?

____

d. The amounts transferred from cumulative translation adjustments
and included in the determination of net income for the period as
a result of the sale or complete or substantially complete liquida
tion of an investment in a foreign entity?
[SFAS 52, par. 31 (AC F60.141)]
3.

4.

5.

Are rate changes occurring after the date of the financial statements
and the effects on unsettled balances related to foreign currency
translations disclosed, if significant?
[SFAS 52, par. 32 (AC F60.142)]
Are any foreign earnings reported in addition to amounts received in
the U.S. disclosed, if significant?
[ARB 43, Ch. 12, par. 5 (AC F65.102)]

____

____

Are the following disclosures made for hedging foreign currency risks
with complex options and similar transactions:

a. The method of accounting for currency options, option combina
tions, and similar instruments including a description of the
events or transactions that result in recognition in income of
changes in value?

____

b. The nature of the anticipated transactions, for which there is no
firm commitment, that are hedged with currency options, option
combinations, or similar instruments?

____

c. The maximum number of years over which anticipated, but not
firmly committed, foreign currency transactions are hedged?

____

d. The combined realized and unrealized net gain or loss deferred as
of each balance-sheet date on currency options, option combina
tions, or similar instruments that are designated as hedges of
anticipated transactions for which there is no firm commitment?
[EITF 91-4]
6.

____

If the bank entered into a foreign currency swap contract to replace
foreign currency debt with reporting currency debt, is the contract
accounted for separately and not netted against the foreign currency
debt (they are two separate legal transactions and do not have the
right of setoff, except as expanded below)?

____

____

a. A right of setoff exists only when all of the following conditions
are met:
(1)

Each of two parties owes the other determinable amounts?

____

(2)

The reporting party has the right to set off the amount owed
with the amount owed by the other party?

____

(3)

The reporting party intends to set off?

____

(4)

The right of setoff is enforceable at law?
[FASBI39, par. 5 (AC B10.101)]

____
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No

N/A

Yes

7.

Are foreign currency translation disclosures encouraged (but not
required) to be supplemented with an analysis and discussion of the
effects of rate changes on reported results of operations?
[SFAS 52, par. 144 (AC F60.143)]

Q. Futures Contracts
1.

If a futures contract is accounted for as a hedge, does the disclosure
include:

a. The nature of the assets, liabilities, firm commitments, or antici
pated transactions that are hedged with futures contracts?
b. The method of accounting for the futures contract including a
description of the events or transactions that result in recognition
in income of changes in value of the futures contracts?
[SFAS 80, par. 12 (AC F80.112)]

R. Derivatives
1.

For options held and other derivative financial instruments not within
the scope of SFAS 105 that do not have off-balance-sheet risk, are the
following disclosures made by category of financial instrument:

a. The face or contract amount (or notional principal amount if there
is no face or contract amount)?
b. The nature and terms, including a discussion of:

(1)

Credit and market risk?

(2)

Cash requirements?

(3)

Related accounting policy as required by APB 22?

c. Do disclosures in Steps 1.a. and b. above distinguish between
financial instruments held or issued for:

2.

(1)

Trading purposes, including dealing and other trading activi
ties measured at fair value with gains and losses recognized
in earnings?

(2)

Purposes other than trading?
[SFAS 119, pars. 8 and 9 (AC F25.115L and .115M)]

Does the institution that holds or issues derivative financial instru
ments for trading purposes disclose:

a. The average fair value during the reporting period and the
related end-of-period fair value, distinguishing between assets
and liabilities?
b. The net gains or losses (net trading revenue) arising from trading
activities during the reporting period disaggregated by class, busi
ness activity, risk or other category consistent with management
of those activities and where those net trading gains or losses are
reported in the income statement?

(1)

If the disaggregation is other than by class, did the bank also
disclose for each category the classes of derivative financial
instruments, other financial instruments, and nonfinancial
assets and liabilities from which the net trading gains and
losses arose?
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No

N/A

c. The average fair value for assets and liabilities from the trading of
other types of financial instruments or nonfinancial assets? (This
disclosure is encouraged but not required.)
[SFAS 119, par. 10 (AC F25.115N)]

3.

Yes

No

N/A

____

____

____

Does an institution that holds or issues derivative financial instru
ments for purposes other than trading disclose:
a. A description of:

(1)

The objectives for holding or issuing?

____

____

____

(2)

The context needed to understand those objectives?

____

____

____

(3)

The strategies for achieving those objectives?

____

____

____

(4)

The classes of derivative financial instruments used?

____

____

____

The policies for recognition and measurement or nonrecog
nition of the derivative financial instruments?

____

____

____

(2) When recognized, where the instruments and related gains
and losses are reported?

____

____

____

b. A description of how each class of derivative financial instrument
is reported in the financial statements, including:

(1)

c. For derivative financial instruments that are held or issued and
accounted for as hedges of anticipated transactions, both firm and
forecasted transactions for which there is no firm commitment,
including:

4.

(1)

A description of the anticipated transactions whose risks are
hedged, including the expected time period of occurrence?

____

____

____

(2)

A description of the classes of derivative financial instru
ments used to hedge?

____

____

____

(3)

The amount of explicitly deferred hedging gains and losses?

____

____

____

(4)

A description of the transaction or events that result in recog
nition in earnings of the deferred gains or losses?
[SFAS 119, par. 11 (AC F25.115O)]

____

____

____

a. Interest rate?

____

____

____

b. Foreign exchange?

____

____

____

c. Commodity price?

____

____

____

d. Other market risks consistent with management's strategies?

____

____

____

____

____

____

Are the following encouraged, but not required, quantitative disclo
sures made:

e. Information of the risk of other financial instruments or nonfinan
cial assets and liabilities related by risk management strategy
pertaining to the objectives for holding or issuing derivative finan
cial instruments?11
[SFAS 119, pars. 12 and 13 (AC F25.115P and .115Q)]11

11 Suggested methods of disclosure of the above include:
a. Additional details about current positions and period activity.
b. Hypothetical effects on equity or on annual income due to several possible changes in market prices.
c. Gap analysis of interest rate repricing or maturity dates.
d. Duration of financial instruments.
e. The entity's value at risk from derivative financial instruments and other positions at period end and the average value at risk
during the year.
f. Any other informative disclosures.
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Yes

S. Transfers and Servicing of Financial Assets
Note: In December 1996, the FASB issued SFAS127, Deferral of the Effective
Date of Certain Provisions of FASB Statement No. 125. As issued, SFAS 125
was effective for all transfers and servicing of financial assets and extin
guishments of liabilities occurring after December 31, 1996. SFAS 127
defers for one year the effective date (a) of paragraph 15 of SFAS 125 and
(b) for repurchase agreement, dollar-roll, securities lending, and similar
transactions, of paragraph 9-12 and 237 (b) of SFAS 125.
1.

Is the policy for requiring collateral or other security disclosed if the
institution has entered into repurchase agreements or securities lend
ing transactions?
[SFAS 125, par. 17a]

2.

If it is not practicable to estimate the fair value of certain assets
obtained or liabilities incurred in transfers of financial assets during
the period, are those items and the reasons why it is not practicable
to estimate fair value described in the notes to the financial state
ments?
[SFAS 125, par. 17d]

3.

For all servicing assets and servicing liabilities are the following
disclosures made:

a. The amounts of servicing assets or liabilities recognized and am
ortized during the period?
b. The fair value of recognized servicing assets and liabilities for
which it is practicable to estimate that value and the method and
significant assumptions used to estimate the fair value?

c. The risk characteristics of the underlying financial assets used to
stratify recognized servicing assets for purposes of measuring
impairment in accordance with paragraph 37 of SFAS 125?

d. The activity in any valuation allowance for impairment of recognized
servicing assets—including beginning and ending balances, aggre
gate additions charged and reductions credited to operations, and
aggregate direct write-downs charged against the allowances—for
each period for which results of operations are presented?
[SFAS 125, par. 17e]

T. Nonmonetary Transactions
1.

Are the following disclosures for nonmonetary transactions made:

a. Nature of transactions?
b. Basis of accounting?

c. Gain or loss recognized on the transfer?
[APB 29, par. 28, fn. 7 (AC 01.102, AC N35.120); FASBI 30 (AC
N35.114-.119)]

U. Subsequent Events
1.

Are the financial statements adjusted for any changes in estimates
resulting from subsequent events that provide additional evidence
about conditions that existed at the balance-sheet date?
[SFAS 5, par. 8 (AC C59.115); SAS 1, sec. 560.03, .04, and .07 (AU
560.03, .04, .07, and 561.01-.10)]
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No

N/A

Yes

2. Are subsequent events that provide evidence about conditions that
did not exist at the balance-sheet date, but arose subsequent to that
date, adequately disclosed to keep the financial statements from being
misleading?
[SFAS 5, par. 11 (AC C59.112); APB 16, par. 61 (AC B50.120); SAS 1,
sec. 560.05-.07 and .09 (AU 560.05-.07 and .09)]
Note: Consider the appropriateness of dual-dating the auditor's report
if a subsequent event is disclosed in the financial statements (AU
530.05).

V. Costs to Exit an Activity
1.

2.

If a material liability is recognized for certain employee termination
benefits in accordance with Section A of EITF 94-3, Liability Recognition
for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring), are the
following disclosures made in all periods until the plan of termination
is completed:

a. The amount of termination benefits accrued and charged to ex
pense and the classification of those costs in the income statement?

____

b. The number of employees to be terminated?

____

c. A description of the employee group(s) to be terminated?

____

d. The amount of actual termination benefits paid and charged
against the liability and the number of employees actually termi
nated as a result of the plan to terminate employees?

____

e. The amount of any adjustment(s) to the liability?

____

If management commits to an exit plan that meets the criteria in
Section B of EITF 94-3, are the following reporting requirements
followed:

a. Reporting the income statement effect of recognizing a liability at
the commitment date in income from continuing operations and
not on the face of the income statement net of taxes?

____

b. No disclosure made on the face of the income statement for
earnings per share effect?

____

c. Revenue and related costs and expenses of activities that will not
be continued should not be combined and reported as a separate
component of income?
[EITF 94-3, Section B]

3.

____

If the activities that will not be continued are significant to the enter
prise's revenue or operating results, or if the exit costs recognized at
the commitment date are material, are the following disclosures made
in all periods until the exit plan is completed:

a. A description of the major actions comprising the exit plan, activi
ties that will not be continued, including the method of disposi
tion, and the anticipated date of completion?

____

b. A description of the type and amount of exit costs recognized as
liabilities and the classification of those costs in the income state
ment?

____
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No

N/A

Yes

c. A description of the type and amount of exit costs paid and
charged against the liability?

d. The amount of any adjustment(s) to the liability?
e. For all periods presented, the revenue and net operating income
or losses from activities that will not be continued if those activities
have separately identifiable operations?
[EITF 94-3, Section B]

W. Business Combinations
1.

If a business combination occurred during the period and met the
specified conditions for a pooling of interests, do the statements and
notes include the names and descriptions of companies involved;
number of shares of stock issued; details of operations for the part of
the year before the pooling; adjustments to adopt common accounting
principles; effect on prior net income; details of equity changes if fiscal
year change; and reconciliation of revenue and net income previously
reported to amounts now reported?
[APB 16, pars. 61-65 (AC B50.122-.124)]

2.

If a business combination does not meet the specified conditions for
a pooling of interests:

a. Do the statements and notes include the name and description of
purchased company; time period for which post-purchase results
are included in income; cost, number of shares issued or issuable,
and amounts assigned to such shares; method and period for
amortizing goodwill; contingent payments or commitments?
[APB 16, par. 95 (AC B50.164)]
b. In connection with the acquisition of a banking or thrift institution,
are the nature and amounts of any regulatory financial assistance
disclosed?
[SFAS 72, par. 11 (AC B50.158F)]

3.

Is any portion of the valuation allowance for deferred tax assets for
which subsequently recognized tax benefits will be allocated to re
duce goodwill and other noncurrent intangible assets of an acquired
entity or directly to contributed capital (paragraphs 30 and 36 of SFAS
109, AC section I27.129 and .135) disclosed?
[SFAS 109, par. 48 (AC I27.147)]

4.

Where the bank has purchased an enterprise and applied guidance
outlined in EITF 87-11 regarding the intended disposition of a sub
sidiary in accounting for the purchase, and the subsidiary has not yet
been disposed of, are the following disclosed:

a. A description of the operations held for sale, the method used to
assign amounts to those assets, the method used to account for
those assets, and the expected disposal date?
b. The operation's profit or loss that has been excluded from the
consolidated income statement and a schedule reconciling that
amount to the earnings received or losses funded by the parent
that are accounted for as an adjustment to the carrying amount of
the assets (the amount of allocated interest cost should be sepa
rately identified)?
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No

N/A

Yes

c. Any gain or loss on the ultimate disposition that is treated as an
adjustment of the original purchase price allocation?
[EITF 90-6]

d. Consideration that is issued or issuable at the end of the contin
gency period or that is held in escrow?
[APB 16, par. 78 (AC B50.136)]
e. If applicable, the purchase price allocation that is tentative or
preliminary?
[EITF 90-6]

5.

If, after the end of the holding period as defined, a decision not to sell
a line of business or a portion of a line of business is made, do
disclosures include:

a. The reason for the decision not to sell?
b. An explanation of the adjustment including:

(1)

The carrying amount of the operations held for sale that will
be allocated to the current fair values of its identifiable assets
and liabilities (the explanation should include the amount of
operating profit or losses and interest capitalized in obtaining
the current fair value)?

(2)

The effect on comparability of the reporting periods?
[EITF 90-6]

6.

For an unidentified intangible asset arising as a result of the fair value
of liabilities assumed in a purchase method business combination
exceeding fair value of tangible and identified intangible assets ac
quired, are the method and period of amortization disclosed?
[FASBI9, par. 8, as amended by SFAS 72, pars. 13 and 14 (AC I60.131);
APB 17, par. 30 (AC I60.111)]

7.

If financial statements for prior years are restated, are all purchase
business combinations that were consummated in those prior years
remeasured in accordance with the requirements of SFAS 109?
[SFAS 109, par. 53]

8.

If a financial institution was acquired pursuant to an assistance agree
ment between the acquiror and a government agency, are the follow
ing considered:

a. If part of the governmental agency assistance involved a note
receivable from the agency, is a portion of the note receivable,
equal to the fair value of the equity securities sold to the govern
mental agency, offset against the equity securities (unless it can be
demonstrated that the equity security is economically separable,
as defined, from the note)? (See EITF 88-19 for conditions that
would determine economic separability.)
b. If all or a portion of the note receivable from the governmental
agency is offset against the equity from the securities issued to the
agency, are subsequent dividend payments to the governmental
agency on the equity securities netted against cash receipts from
the governmental agency for interest payments on the note, and
the net amount recorded as regulatory assistance?
[EITF 88-19; AAG-BNS, pars. 16.14,16.20, and 16.21]
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No

N/A

Yes

9.

Is the guidance in EITF 94-3 (and not EITF 95-3) followed for those
costs to relocate employees as a result of a business combination
accounted for using h
t e pooling-of-interests method?
[EITF 95-14]

10. If a material liability is recognized by the combined institution for
costs incurred to (1) exit an activity, (2) involuntarily terminate em
ployees of an acquired institution, or (3) relocate employees of an
acquired entity, are disclosures made in accordance with EITF 95-3,
Recognition of Liabilities in Connection with a Purchase Business Combina
tion, in addition to the disclosures required by paragraphs 95 and 96
in APB 16, Business Combinations?
[EITF 95-3]

X. Segment Information
Note: SFAS 131, Disclosures about Segments of an Enterprise and Related
Information, is effective for fiscal years beginning after December 15,1997,
with earlier application encouraged. Public business enterprises are re
quired to provide the disclosures described in SFAS 131 and nonpublic
business enterprises are encouraged to do so.
1.

Are the factors used to identify the reporting entity's reportable
segments, including the basis of organization (for example, whether
management has chosen to organize the reporting entity around
differences in products and services, geographic areas, regulatory
environments, or a combination of factors and whether operating
segments have been aggregated) disclosed?
[SFAS 131, par. 26 (AC F30.125)]

2.

Are the types of products and services from which each reportable
segment derives its revenues disclosed?
[SFAS 131, par. 26 (AC F30.125)]

3.

Is a measure of profit or loss reported for each reportable segment?
[SFAS 131, par. 27 (AC F30.126)]

4.

If the following amounts are included in the measure of segment
profit or loss reviewed by the chief operating decision maker, are they
disclosed for each reportable segment:
a. Revenues from external customers?
b. Revenues from transactions with other operating segments of the
reporting entity?
c. Interest revenue?

d. Interest expense?

e. Depreciation, depletion, and amortization expense?

f. Unusual items as described in paragraph 26 of APB 30?
g. Equity in the net income of investees accounted for by the equity
method?
h. Income tax expense or benefit?

i.

Extraordinary items?
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No

N/A

Yes

j.

5.

Significant noncash items other than depreciation, depletion, and
amortization expense?
[SFAS 131, par. 27 (AC F30.126)]

If the following amounts are included in the determination of segment
assets reviewed by the chief operating decision maker, are they dis
closed for each reportable segment:

a. The amount of investment in equity method investees?
b. Total expenditures for additions to long-lived assets other than
financial instruments and deferred tax assets?
[SFAS 131, par. 28 (AC F30.127)]

6.

Is an explanation of the measurements of segment profit or loss and
segment assets that discloses the following for each reportable seg
ment provided:
a. The basis of accounting for any transactions between reportable
segments?
b. The nature of any differences between the reporting entity's con
solidated income before taxes, extraordinary items, discontinued
operations, and the cumulative effect of changes in accounting
principle?

c. The nature of any differences between the measurements of the
reportable segments' assets and the reporting entity's consoli
dated assets?

d. The nature of any changes from prior periods in the measurement
methods used to determine reported segment profit or loss and
the effect, if any, of those changes on the measure of segment profit
or loss?
e. The nature and effect of any asymmetrical allocations to seg
ments?
[SFAS 131, par. 31 (AC F30.130)]
7.

Are reconciliations of the totals of the reportable segments' revenues,
measures of profit or loss, assets, and every other significant item of
information disclosed to corresponding consolidated amounts pre
sented with all significant reconciling items separately identified and
described?
[SFAS 131, par. 32 (AC F30.131)]

8.

If the reporting entity changes the structure of its internal organization
in a manner that changes the composition of its reportable segments,
is the corresponding information for prior periods restated and is the
fact that the corresponding items of segment information for earlier
periods have been restated disclosed?
[SFAS 131, par. 34 (AC F30.133)]

9.

If the reporting entity changes the structure of its internal organization
in a manner that changes the composition of its reportable segments
and the corresponding information for prior periods is not restated,
does disclosure in the year in which the change occurs include seg
ment information for the current period under both the old basis and
the new basis?
[SFAS 131, par. 35 (AC F30.134)]
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No

N/A

Yes

10. For all reporting entities subject to SFAS131, including those that have
a single reportable segment, are the following enterprise-wide items
disclosed:

a. Revenues from external customers for each product and service or
each group of similar products and services unless it is impracti
cable to do so?
[SFAS 131, par. 37 (AC F30.136)]
b. The following geographic information unless it is impracticable to
do so:

(1)

Revenues from external customers (a) attributed to the re
porting entity's country of domicile and (b) attributed to all
foreign countries in total from which the reporting entity
derives revenue?

(2)

Revenues from external customers attributed to an individ
ual foreign country, if material?

(3) The basis for attributing revenues from external customers to
individual countries?

(4)

Long-lived assets other than financial instruments and de
ferred tax assets (a) located in the reporting entity's country
of domicile and (b) located in all foreign countries in total in
which the reporting entity holds assets?

(5)

Long-lived assets as described above in an individual foreign
country, if material?
[SFAS 131, par. 38 (AC F30.137)]

c. Information about the extent of the reporting entity's reliance on
its major customers, including the following:
(1)

If revenues from transactions with any single customer
amount to 10 percent or more of the reporting entity's reve
nues, that fact, the total amount of revenues from each such
customer, and the identity of the segment or segments report
ing the revenue?
[SFAS 131, par. 39 (AC F30.138)]

11. If the information described in Step 10.a. and b. above has not been
disclosed because it is impracticable, is that fact disclosed?
[SFAS 131, pars. 37 and 38 (AC F30.136 and .137)]

Y. Stock Compensation Plans
1.

If the reporting entity continues to apply APB 25 in accounting for its
stock-based compensation arrangements, is the pro forma net income
and, if earnings per share are presented, pro forma earnings per share
determined as if the fair-value based method (described in SFAS 123)
had been applied in measuring compensation cost, disclosed for each
year for which an income statement is presented?
[SFAS 123, par. 45 (AC C36.144)]

2.

Is a description of the plan(s), including the general terms of awards
under the plan(s) disclosed?
[SFAS 123, par. 46 (AC C36.145)]
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No

N/A

Yes

3.

Are the following disclosed for each year for which an income state
ment is presented:

a. The number and weighted-average exercise prices of options for
each of the following groups of options:
(1)

Those outstanding at the beginning of the year?

(2)

Those outstanding at the end of the year?

(3)

Those exercisable at the end of the year?

(4)

Those granted during the year?

(5)

Those exercised during the year?

(6) Those forfeited during the year?
(7) Those expired during the year?
b. The weighted-average grant-date fair value of options granted
during the year?
(Note: That if the exercise prices of some options differ from the
market price of the stock on the grant date, weighted-average fair
values of options shall be disclosed separately for options whose
exercise price (1) equals, (2) exceeds, or (3) is less than the market
price of the stock on the grant date.)

c. The number and weighted-average grant-date fair value of equity
instruments other than options granted during the year?

d. A description of the method and significant assumptions used
during the year to estimate the fair values of options, including the
following weighted-average information: (1) risk-free interest
rate, (2) expected life, (3) expected volatility, and (4) expected
dividends?
e. Total compensation cost recognized in income for stock-based
employee compensation awards?
f.

The terms of significant modifications of outstanding awards?
[SFAS 123, par. 47a-f (AC C36.146)]

4.

If the reporting entity grants options under multiple stock-based
employee compensation plans, are the items in Step 3 above disclosed
separately for different types of awards to the extent that the differ
ences in the characteristics of the awards make separate disclosure
important to an understanding of the reporting entity's use of stockbased compensation?
[SFAS 123, par. 47 (AC C36.146)]

5.

For options outstanding at the date of the latest balance sheet pre
sented, are the following disclosed:

a. The range of exercise prices?
b. The weighted-average exercise price?

c. The weighted-average remaining contractual life?
[SFAS 123, par. 48 (AC C36.147)]
6.

If the range of exercise prices is wide (the highest exercise price
exceeds approximately 150 percent of the lowest exercise price), are
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No

N/A

Yes

the exercise prices segregated into ranges that are meaningful for
assessing the number and timing of additional shares that may be
issued and the cash that may be received as a result of option exercises
and are the following disclosed for each range:

a. The number, weighted-average exercise price, and weighted-av
erage remaining contractual life of options outstanding?
b. The number and weighted-average exercise price of options cur
rently exercisable?
[SFAS123, par. 48 (AC C36.147)]
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No

N/A

FSP Section 2400
Auditors’ Reports Checklist
.01 This checklist has been developed by the staff of the Accounting and Auditing Publications Team of
the AICPA as a nonauthoritative practice aid.

.02 Explanation of References:
SAS =

AICPA Statement of Auditing Standards

AU =

Reference to section number in AICPA, Professional Standards (vol. 1)

SSARS =

AICPA Statement on Standards for Accounting and Review Services

AR =

Reference to section number in AICPA, Professional Standards (vol. 2)

AAG-BNS =

AICPA Audit and Accounting Guide Banks and Savings Institutions (April 1,
1996). The new Guide is effective for financial statements issued for fiscal years
ending after June 15,1996. Earlier application is permitted.

SSAE =

AICPA Statement on Standards for Attestation Engagements

AT =

Reference to section number in AICPA, Professional Standards (vol. 1)

.03 Checklist Questionnaire:

Yes

1.

2.

3.

4.

No

N/A

Does the auditor's report include appropriate:
a. Addressee?
[SAS 58, par. 9 (AU 508.09)]

____

____

____

b. Date (or dual dates) of the report?
[SAS 1, sec. 530.05 (AU 530.05)]

____

____

____

c. A title that incudes the word "independent"?
[SAS 58, par. 8a (AU 508.08a)]

____

____

____

____

____

____

a. Financial statements of a single year or period?

____

____

____

b. Comparative financial statements?
[SAS 58, par. 8 (AU 508.08)]

____

____

____

____

____

____

If the auditor is not independent, is a compilation report the highest
level of service performed?
[SAS 26, par. 10 (AU 504.10); SSARS 1, pars. 22 and 38 (AR 100.22 and
.38)]

Does the reporting language conform with the auditor's standard
report on:

Does the report include appropriate language for the following situ
ations:

a. Only one basic financial statement is presented and there are no
scope limitations?
[SAS 58, pars. 33 and 34, as amended by SAS 79 (508.33 and .34)]
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Yes

b. Audited and unaudited financial statements are presented in com
parative form?
[SAS 26, pars. 14-17 (AU 504.14-.17)]

5.

Is an explanatory paragraph (or other explanatory language) added
to the standard report if:

Note: Consult the Topical Index to the AICPA Professional Standards
under "Uncertainties" for references to specific types of uncertainties.
a. There is substantial doubt about the institution's ability to con
tinue as a going concern for a reasonable period of time and that
conclusion is expressed through the use of the phrase "substantial
doubt about its (the entity's) ability to continue as a going con
cern"?
[SAS 64, par. 1 (AU 341.12 and .13)]

____

b. There is a material change between periods in accounting princi
ples or in the method of their application?
[SAS 58, pars. 16-18, as amended by SAS 79 (AU 508.16-.18)]

____

c. In an updated report on comparative financial statements, the
current opinion on the prior period is different from the one
previously expressed?
[SAS 58, pars. 68,69,72, and 73, as amended by SAS 79 (AU 508.68,
.69, .72, and .73)]

____

d. The prior period financial statements are audited by a predecessor
auditor whose report is not presented?
[SAS 64, par. 2 (AU 508.83)]

____

e. The auditor's opinion is based in part on the report of another
auditor?
[SAS 1, sec. 543 (AU 543); SAS 58, pars. 12 and 13 (AU 508.12 and
.13)]

f. The financial statements contain a departure from a promulgated
accounting principle when conformity with GAAP would result
in a misleading presentation?
[SAS 58, pars. 14 and 15 (AU 508.14 and .15)]
g. Other information in a document containing audited financial
statements is materially inconsistent with information appearing
in the financial statements?
[SAS 8, par. 4 (AU 550.04)]

h. The auditor decides to emphasize a matter in the report?
[SAS 58, par. 19, as amended by SAS 79 (AU 508.19); Interpretation
38 of SAS 1, sec. 410 (AU 9410.17); Interpretation 1 of SAS 57 (AU
9342.03)]
The auditor's assessment of the bank's ability to achieve its re
ported plan in connection with capital requirements of federal
regulations?
In a going-concern explanatory paragraph, is conditional language
not used in expressing a conclusion concerning the existence of sub
stantial doubt about the entity's ability to continue as a going concern?
[SAS 59, as amended by SAS 77, par. 13, fn. 5]

____

____

____
____

i.

6.

7.

Is a qualified opinion or disclaimer of opinion expressed if scope
limitations preclude application of one or more auditing procedures
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____

____

No

N/A

Yes

No

N/A

considered necessary in the circumstances?1
[SAS 58, pars. 22-27, as amended by SAS 79 (AU 508.22-.27); SAS19,
par. 12 (AU 333.12)]
Note: Consult the Topical Index to the AICPA Professional Standards
under "Scope of Audit—Limitations" for additional references to specific
types of scope limitations that could result in either a qualified or dis
claimer of opinion.

8. Is a qualified opinion or adverse opinion expressed:12
a. If a lack of conformity with GAAP (including inadequate disclo
sure) is present?
[SAS 58, pars. 35-57, as amended by SAS 79 (AU 508.35-.57); SAS
32, par. 3 (AU 431.03)]
b. Financial statements reflect regulatory practice of immediate
write-off of goodwill or other regulatory practices that differ from
GAAP and the resulting difference is material?
[SAS 1 (AU 544.02)]
Note: Consult the Topical Index to the AICPA Professional Standards
under "Departures from Established Principles," "Adverse Opinions,"
and "Qualified Opinions" for additional references to specific types of
GAAP departures that could result in either a qualified or adverse opin
ion.

9.

If a qualified opinion, adverse opinion, or disclaimer of opinion is
expressed, are all the substantive reasons for the opinion or disclaimer
disclosed and is the reporting language appropriately modified?
[SAS 58, pars. 21,59, 60, and 62, as amended by SAS 79 (AU 508.21,
.59, .60, and .62)]

10. If information accompanies the basic financial statements and audi
tor's report in an auditor-submitted document, does the report on the
accompanying information:

a. State that the audit is performed for the purpose of forming an
opinion on the basic financial statements taken as a whole?

b. Specifically identify the accompanying information?

c. State that the accompanying information is presented for purposes
of additional analysis and is not a required part of the basic
financial statements?
d. State whether the accompanying information is subject to the
auditing procedures applied in the audit of the basic financial
statements and the appropriate expression of opinion or dis
claimer?
[SAS 29, pars. 6-11 (AU 551.06-.11)]
1 This indudes when the auditor is unable to obtain sufficient, evidential matter to support management's assertions about the
nature of a matter involving an uncertainty and its presentation or disclosure in the financial statements. [SAS 58, as amended by SAS
79, par. 31 (AU 508.31)]

2 The auditor should express a qualified or an adverse opinion if the auditor concludes that (a) a matter involving a risk or an
uncertainty is not adequately disclosed, (b) the accounting principles used cause the financial statements to be materially misstated
when the inability to make a reasonable estimate raises questions about the appropriateness of the accounting principles used, and (c)
management's estimate is unreasonable and that its effect is to cause the financial statements to be materially misstated. [SAS 58, as
amended by SAS 79, pars. 46-49 (AU 508.46-.49)]
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Yes

No

N/A

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

18. If management does not present a written assertion that accompanies
the practitioner's report, is the report appropriately modified?
[SSAE 2, pars. 53 and 54 (AT 400.52)]

____

____

____

19. Is the report properly modified if any of the conditions in SSAE 2,
paragraph 55, exist?
[SSAE 2, pars. 55-79 (AT 400.52-.82)]

____

____

____

____

____

____

11. Is the reporting form and content of the SAS 60, paragraphs 9-19,
followed when communicating internal control structure related mat
ters noted in an audit?3
[SAS 60, pars. 9-19 (AU 325.09-.19)]
12. If a formal enforcement order is received from a governmental regu
latory agency to cease and desist from unsafe and unsound practices,
is that fact disclosed?
13. Are material weaknesses in internal controls resulting in governmen
tal regulatory agency enforcement actions reported?
14. Does the auditor determine the bank's compliance with regulatory
capital requirements in considering appropriate disclosures to be
made and the opinion to be rendered?
15. Does the report conform to SSAE 4 if reporting was on agreed-upon
procedures applied to part of an institution's existing or proposed
internal control structure, when management does not present a
written assertion?
[SSAE 4, pars. 39-41 (AT 600.39-.41)]
16. If a report is issued on the effectiveness of the institution's internal
control structure, does it state that no reportable conditions were
noted?
[SSAE 2, par. 45 (AT 400.46)]
17. Does the report conform to SSAE 2 if management presents its asser
tion in a separate report that will accompany the practitioner's report
on the effectiveness of the institution's internal control structure?
[SSAE 2, pars. 50 and 51 (AT 400.51)]

20. Does the auditor's report include appropriate explanatory language
for the auditor's assessment of the institution's inability to achieve its
capital plan in connection with regulatory capital requirements?
[AAG-BNS, par. 18.06]

3 Reportable conditions in internal control structure that have not been corrected must be communicated, preferably in writing to
senior management and the board of directors or its audit committee. [SAS 60]
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FSP Section 2500
Supplemental Checklist for Banks
and Savings Institutions That Are
Securities and Exchange Commission
(SEC) Registrants
.01 Footnote 3 to SAS 69 states, in part, that, for Securities and Exchange Commission (SEC) registrants,
rules and releases of the SEC have an authority similar to other officially established accounting principles.
Article 9 of Regulation S-X specifies the form and content of and requirements for financial statements filed
with the SEC by bank holding companies. Similarly, bank holding companies disclose supplemental
statistical disclosures in filings following the guidance of Industry Guide 3, Statistical Disclosures by Bank
Holding Companies. SEC Staff Accounting Bulletin (SAB) 69, Application ofArticle 9, includes the SEC staff view
that Article 9 and Industry Guide 3, "while applying literally only to bank holding companies, provide useful
guidance to certain other SEC registrants, including savings and loan holding companies, on certain
disclosures relevant to an understanding of the registrant's operations." This supplemental checklist refers
to rules and interpretive releases, including SEC SABs, for banks and savings institutions, as well as some
of the disclosures generally required of SEC registrants.

.02 Explanation of References

.03

SAB =

SEC Staff Accounting Bulletin

FRR =

Financial Reporting Release

S-X Rule =

SEC Regulation S-X

Checklist Questionnaire:
Yes

No

N/A

A. Business Combinations
1.

2.

3.

For significant acquisitions (acquired assets 10 percent of consoli
dated assets), are aggregate interest-bearing assets and liabilities re
corded at fair market value?
Are related discounts or premiums described and the following infor
mation disclosed in the period in which the acquisition occurs:

____

____

____

a. Amounts of discounts or premiums?

____

____

____

b. Method of amortization or accretion?

____

____

____

c. Estimated remaining lives?

____

____

____

d. Effect on income before taxes of amortization and accretion of
discounts, premiums, and intangible assets?
[SAB 42 and 42A]

____

____

____

____

____

____

If financial assistance is received from a federal regulatory agency in
conjunction with either an acquisition of a troubled financial institu
tion, transfer of nonperforming assets to a newly-formed entity, or
other reorganization, are the disclosures required by SAB 42 made?
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Yes

4.
5.

If appropriate, was SAB 61 considered relative to adjustments to the
allowance for loan losses?
Is the maximum period for amortization of goodwill for SEC regis
trants less than 25 years?
[SAB 42 and 42A]

____
____

B. Cash and Due From Banks
1.

2.

3.

4.

Is cash and due from banks (including all noninterest-bearing depos
its with other banks) stated separately?
[S-X Rule 9-03.1]

Are any withdrawal and usage restrictions (including average reserve
balances maintained with the Federal Reserve) or compensating bal
ance requirements disclosed?
[S-X Rule 9-03.1(a)]

____

____

If a bank is not in compliance with compensating balance require
ments:

a. Is this fact disclosed?

____

b. Are possible or pending material sanctions for noncompliance
disclosed?
[FRR 203.02b]

____

Are interest-bearing deposits in other banks shown separately on the
statement of financial condition?
[S-X Rule 9-03.01]

____

C. Investment Securities
1.

2.

Is the carrying value and market value of each of the following
categories of securities disclosed [exclusive of borrowed securities
and securities purchased under resale agreements or similar arrange
ments (consider disclosure on face of balance sheet)]:

a. U.S. Treasury and other U.S. Government agencies and corpora
tions?

____

b. States of the U.S. and political subdivisions?

____

c. Other?
[S-X Rule 9-03.6]

____

Is disclosure made regarding the nature and extent of registrants'
repurchase and reverse repurchase agreements and the degree of risk
involved in these transactions?
[FRR 24, Reg. S-X Disclosure Amendment]

D. Loans Receivable
1.

Is each of the following loan categories stated separately:
[S-X Rule 9-03.7(a) and (b)]

a. Commercial, financial and agricultural?
b. Real estate—construction?

c. Real estate—mortgage?
d. Installment loans to individuals?

e. Lease financing?
f.

Foreign?
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____

No

N/A

Yes

No

N/A

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

____

a. Excess of cost over tangible and identifiable intangible assets
acquired (net of amortization)?

____

____

____

b. Other intangible assets (net of amortization)?

____

____

____

c. Investments in and indebtedness of affiliates and other persons?

____

____

____

g. Other (if necessary to reflect any unusual risk concentration re
gardless of size)?
[S-X Rule 9-03.7(a)]

2.

If more appropriate, are other categories used?
[S-X Rule 9-03.7(b)]

3.

If related-party-loan disclosures are made, is an analysis of such loans
for the latest fiscal year also provided (e.g., beginning balance, new
loans, repayments, other charges and ending balance)?1
[S-X Rule 9-03.7(e)]

4.

5.

6.

Are significant nonaccrual, past due, restructured, and potential prob
lem loans disclosed with such other information necessary to an
understanding of the effects of the transactions on the financial state
ments?
[S-X Rule 9-03.7(e)]
Are unearned income on installment loans and unamortized dis
counts on purchased loans shown separately and deducted from total
loans?
[S-X Rule 9-03.7]
For each period for which a statement of operations is presented, do
notes to financial statements include a schedule of changes in allow
ance for loan losses showing beginning and ending balances, provi
sion charged to income, recoveries of amounts previously charged off,
and losses charged to the allowance?
[S-X Rule 9-03.7(d)]

E. Other Assets
1.

Are the following assets or any other asset, the amount of which
exceeds 30 percent of stockholders' equity, disclosed separately on the
balance sheet or in a note (the remaining assets may be shown as one
amount):

d. Other real estate, including the:

2.

(1)

Carrying basis disclosed?

____

____

____

(2)

Allowance for losses deducted therefrom?

____

____

____

(3)

Summary of changes in allowance for losses (including be
ginning balance, provision charged to income, losses charged
to the allowance, and ending balance)?
[S-X Rule 9-03.10]

____

____

____

Are the carrying value and market value of each of the following
categories of securities disclosed (exclusive of borrowed securities
and securities purchased under resale agreements or similar arrange
ments) and is consideration given to disclosure on the balance sheet:

1 For SEC purposes, related party loans made by the registrant or any of its subsidiaries to directors, executive officers, principal
holders of equity securities or associates of such persons of the registrant or any of its significant subsidiaries (1-02). See S-X Rule
9-03.7(e) for definition of "associate." Loans to any related party that do not exceed $60,000 (in aggregate) during the latest year may be
excluded. [S-X Rule 9-03.7(e)]
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Yes

3.

F.

a. U.S. Treasury and other U.S. Government agencies and corpora
tions?

____

b. States of the U.S. and political subdivisions?

____

c. Other?
[S-X Rule 9-03.6(a)]

____

Are the amounts of noninterest-bearing and interest-bearing deposits
stated separately?
[S-X Rule 9-03.12]

4.

Are foreign amounts stated separately?
[S-X Rule 9-03.12]

5.

For real estate other than bank premises:

____
____

a. Is carrying basis disclosed?

____

b. Is allowance for losses deducted therefrom?

____

c. Is a summary of changes in allowance for losses presented?

____

d. Does summary show beginning balance, provision charged to
income, losses charged to the allowance, and ending balance?
[S-X Rule 9-03.10(4a)]

____

Securities Sold Under Purchase Agreements or Reverse Repurchase
Agreements
1.

If the higher of the aggregate carrying value or market value of
repurchase agreements exceeds 10 percent of total assets, is the fol
lowing disclosed:

a. The carrying value and market value of securities, including ac
crued interest plus any cash or other assets on deposit under the
repurchase agreements and this should be broken out in categories
as follows:
(1)

Overnight?

____

(2)

Up to 30 days?

____

(3)

30-90 days?

____

(4)

Over 90 days?

____

(5)

On demand?

____

b. The repurchase liability associated with such transactions and the
interest rates thereon and this should be broken out in categories
as follows:

(1)

2.

Overnight?

____

(2) Up to 30 days?

____

(3) 30-90 days?

____

(4)

Over 90 days?

____

(5)

On demand?

____

If the "amount at risk" of the securities sold under repurchase agree
ments with any individual counterpart exceeds 10 percent of stock
holder's equity, is the following disclosed:

a. The name of the counterpart?

____

b. The amount at risk with each counterpart?

____
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No

N/A

Yes

c. The weighted average maturity of the repurchase agreements with
each counterpart?
[S-X Rule 4-08(m)]

No

____

___

a. Federal funds purchased and securities sold under agreements to
repurchase?

____

___

b. Commercial paper?

____

___

c. Other short-term borrowings?

____

___

d. Unused lines of credit for short-term financing?
[S-X Rule 9-03.13]

____

___

____

___

a. Income taxes payable?

____

___

b. Deferred income taxes?

____

___

c. Indebtedness to affiliates and other persons, the investments in
which are accounted for by the equity method?
[S-X Rule 9-03.15]

____

___

a. Deferred income taxes?

____

___

b. Deferred tax credits?

____

___

c. Material items of deferred income?
[S-X Rule 5-02.26]

____

___

a. Are carrying amount and redemption amount shown in the state
ment of financial condition?

____

___

b. If carrying and redemption amounts differ, is the accounting
treatment for the difference disclosed?

____

___

____

___

____

___

G. Debt
1.

Are the following separately disclosed:

H. Other Liabilities
1.

2.

3.

I.

Is the amount of indebtedness to directors, executive officers, and
principal holders of equity securities2 of the registrant or any of its
significant subsidiaries (S-X Rule 1-02), if the aggregate amount ex
ceeds 5 percent of shareholders' equity, disclosed?
[S-X Rule 9-03.15]

Are the following liabilities in excess of 30 percent of shareholder's
equity disclosed separately:

Are the following deferred credits stated separately:

Stockholders' Equity
1.

For preferred stock subject to mandatory redemption requirements or
whose redemption is outside the control of the issuer:

c. Is a general description of each issue shown?
[S-X Rule 5-02.28]
2.

If common stock is convertible, is this fact disclosed on the face of the
statement of financial condition?
[S-X Rule 5-02.30]

2 See S-X Rule 9-03.7(e) for disclosures of related-party terms.
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N/A

Yes

3.

J.

Does the statement of financial condition show separate captions for:
a. Additional paid-in-capital?

____

b. Other additional capital?

____

c. Appropriated retained earnings?

____

d. Unappropriated retained earnings?
[S-X Rule 5-02.31]

____

Income Statement Captions
1.

Are the following captions in the income statement stated separately:
[S-X Rule 9-04]

a. Trading account interest?

____

b. Other interest income?

____

c. Total interest income (including a and b above)?

____

d. Interest on deposits?

____

e. Interest on short-term borrowings?

____

f.

Interest on long-term debt?

____

g. Total interest expense (d through f)?

____

h. Net interest income (line c, less line g)?

____

i.

Provision for loan losses?

____

j.

Net interest income after provision for loan losses?

____

k. Other income?
l.

____

Other expense?

____

m. Income or loss before income tax expense?

____

n. Income tax expense?

____

o. Income or loss before extraordinary items and cumulative effects
of changes in accounting principles?

____

p. Extraordinary items, less applicable taxes?

____

q. Cumulative effects of changes in accounting principles?

____

r. Net income or loss?

____

s. Earning per share data?

____

K. Interest Income
1.

Does the income statement show separately:
a. Interest and fees on loans?
[S-X Rule 9-04(1)]

____

b. Taxable interest, nontaxable interest and dividends?
[S-X Rule 9-04(2)]

____

c. Trading account interest?
[S-X Rule 9-04(3)]

____

d. Other interest income?
[S-X Rule 9-04(4)]

____

L. Other Income
1.

Are any of the following amounts that exceed one percent of the
aggregate of total interest income and other income stated separately:
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No

N/A

Yes

3.

N/A

a. Commissions and fees from fiduciary activities (i.e., trust depart
ment income)?

____

____

____

b. Commissions, brokers' fees and markups on securities underwrit
ing and other securities activities?

____

____

____

c. Insurance commissions, fees and premiums?

____

____

____

d. Fees for customer services?

____

____

____

e. Trading account profit or loss?

____

____

____

Equity in earnings of unconsolidated subsidiaries and 50 percent
or less owned persons?

____

____

____

g. Gains or losses on the disposition of equity investees or 50 percent
or less owned persons?

____

____

____

_ ___

____

____

a. Are investment securities gains or losses shown separately regard
less of amount?

____

____

____

b. Is method followed in determining cost of investments sold dis
closed?

____

____

____

____

____

____

a. Salaries and employee benefits?

____

____

____

b. Net occupancy expense of premises?

____

____

____

c. Goodwill amortization?

____

____

____

d. Net cost of operation of other real estate (including provisions for
losses, rental income and gains and losses on sales)?

____

____

____

e. Minority interest in income of consolidated subsidiaries?

____

____

____

____

____

____

____

____

____

f.

2.

No

Are investment security gains and losses disclosed separately regard
less of size?
[S-X Rule 9-04.13]

For investment security gains or losses:

c. Are related taxes disclosed in a footnote or parenthetically as a part
of income tax expense?
[S-X Rule 9-04.13(h)]
M. Other Expenses
1.

Are any of the following amounts that exceed 1 percent of the aggre
gate of total interest income and other income stated separately:

f.

Any other expenses?
[S-X Rule 9-04.14]

N. Income Taxes

1.

Is a reconciliation of the reported income tax expense with the "com
puted expected"3 tax amount disclosed?
[S-X Rule 4-08(h)]

O. Condensed Financial Information of Parent Company Only
1.

Is disclosure in a footnote made of the parent company's condensed
balance sheet, income statement and statement of cash flows for the

3 The "computed expected" tax amount is defined as the amount determined by multiplying the financial statement income before
income tax by the applicable statutory federal income tax rate. The reconciliation may be presented in percentages, in dollar amounts
or both.
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Yes

No

N/A

____

____

____

a. Investments in bank subsidiaries?

____

____

____

b. Indebtedness of and to bank subsidiaries?

____

____

____

c. Cash dividends paid to the registrant by bank subsidiaries?
[S-X Rule 9-06]

____

____

____

a. Material contingencies?

____

____

____

b. Significant provisions of long-term debt obligations?

____

____

____

c. A five-year schedule of debt maturities?

____

____

____

d. Mandatory dividend or redemption requirements of redeemable
stock?

____

____

____

____

____

____

____

____

____

For each balance sheet, are total identifiable assets (net of valuation
allowances) associated with foreign activities disclosed?
[S-X Rule 9-05(b-1)]

____

____

____

For each income statement, are revenue, income (loss) before taxes,
and net income (loss) associated with foreign activities disclosed?
[S-X Rule 9-05(b-2)]

____

____

____

____

____

____

periods that correspond with the consolidated financial statements
presented?4

2.

3.

Is the following condensed parent company information stated sepa
rately:

Is each of the following disclosed unless stated separately in the
consolidated statements or on Article 12 schedule:

e. Guarantees?
[S-X Rule 12-04(a)]

4.

Is separate disclosure made of cash dividends paid to the parent for
each of the last three years by subsidiaries and investees accounted
for by the equity method?
[S-X Rule 12-04(b)]

P. Foreign Activities
Complete Items 1 to 5 if one or more of the following amounts (assets,
revenue, income (loss) before income tax expense, and net income (loss))
associated with "foreign activities"5 exceed 10 percent of the related
consolidated amounts as reported in the financial statements:

1.

2.

3.

Is the information required by items 1 and 2 disclosed for each
significant geographic area6 and in the aggregate for the other geo
graphic areas not deemed significant?
[S-X Rule 9-05(b-3)]

4 Such disclosure is required when restricted net assets (as defined) of consolidated subsidiaries exceed 25 percent of consolidated
net assets as of the end of the most recent fiscal year.
5 The term "foreign activities" includes loans and other revenue-producing assets and transactions for which the debtor or customer,
whether an affiliated or unaffiliated person, is domiciled outside of the United States.
6 A "significant geographic area" is one in which assets, revenue, income before tax or net income exceed 10 percent of the
consolidated amount as reported in the financial statements.
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Yes

4.

5.

Are any significant estimates and assumptions, including those re
lated to the cost of capital, used in allocating revenue and expenses to
foreign activities disclosed?
[S-X Rule 9-05(b-2)]
Are the nature and effects of any changes in estimates and assump
tions referred to in item 4 that have a significant impact on interperiod
comparability disclosed?
[S-X Rule 9-05(b-2)]

____

____

Q. Financial Guarantees
1.

When aggregate amounts guaranteed are material to the consolidated
equity or when there is a material effect on results of operations before
income taxes, are the following disclosures made:
a. A general description of the type of obligations guaranteed (e.g.,
corporate, municipal general obligation, industrial revenue, etc.),
the relative amount and range of maturity dates of each, and the
degree of risk involved?
b. The amount of exposure with respect to the debts of others guar
anteed at the date of each balance sheet presented, including a
discussion of how the participation by other parties and other
factors that may reduce exposure are treated in determining the
amount reported?

c. The manner in which the registrant recognizes revenue with re
spect to the guarantees?
d. The amount of unearned premiums as of the date of each balance
sheet?
e. Whether the registrant provides an allowance for losses by charges
against income and, if so, the basis for the reserve and its amount
at each balance-sheet date?
f. Any other information that may be necessary to adequately de
scribe the nature and extent of the obligations guaranteed and the
degree of risk related to the guarantees?
[SAB 60]

____

____
____
____

____

____

R. Quarterly Information
1.

For registrants required to include selected quarterly financial data,
are the following captions, at a minimum, disclosed:
a. Interest income?
b. Interest expense?

c.
d.
e.
f.

Provision for loan losses?
Security gains or losses?
Net income?
Earnings per share?
[SAB Topic 6-G]

____
____
____
____
____
____

S. Other SEC Related Disclosures
1.

Are the following Staff Accounting Bulletins considered for disclo
sure, if applicable:
a. SAB Topic 11-K, added by SAB 69, expressing the staffs views on
the use of Article 9 and Industry Guide 3 as guidance for disclosure
purposes by registrants that are not bank holding companies but
that are engaged in similar lending and deposit activities?
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____

No

N/A

Yes

b. SAB Topic 1-F, added by SAB 50, reflecting the staff's views on the
financial statement requirements in filings involving the forma
tion of a one-bank holding company?
c. SAB Topic 11-G, discussing the use of tax-equivalent-adjusted
amounts in financial statements and MDA?

d. SAB Topic 11-I, added by SAB 56, expressing the staffs views
about the reporting of Allocated Transfer Risk Reserve (ATRR)
provisions established when federal banking agencies determine
that such reserves are necessary?

e. SAB Topic 5-V, added by SAB 82, discussing the staff's views
regarding the accounting for transfers of nonperforming assets by
financial institutions?
(See also SAB Topic 5-E)
f. SAB Topic 11-N, also added by SAB 82, expressing the staff's views
regarding the required disclosure by a financial institution that
receives financial assistance from a federal regulatory agency?
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No

N/A

FSP Section 2600
Illustrative Financial Statements
.01 The consolidated financial statements that follow have been designed to portray one example of
compliance with the minimum disclosure requirements for a banking organization under generally accepted
accounting principles. The checklists and illustrative financial statements do not include all disclosures and
presentation items promulgated. Pronouncements deemed remote for audits of banks or savings institutions
are not included in this document. The illustrative financial statements reflect many of the minimum
disclosure requirements for a bank or savings institution, but do not include all transactions. Issuers of
financial statements and practitioners should refer to the appropriate professional literature for guidance
regarding disclosures required for specific transactions, balances, events and/or conditions.

.02 Banking organizations whose securities are publicly traded will also be required to comply with the
disclosure regulations of the banking and/or securities regulatory authorities to which they are subject. Such
disclosure regulations often require that financial statements be represented for more periods and contain
greater detail disclosure than is required by generally accepted accounting principles. Issuers of financial
statements whose securities are publicly traded and practitioners should refer to the financial disclosure
regulations of the appropriate securities regulatory authority (or authorities) to which the issuer is subject.
Other financial statement issuers may also find such disclosure regulations to be of assistance when
considering specific disclosures.
.03 The illustrative financial statements are in conformity with accounting standards issued up to and
including Statement of Financial Accounting Standards (SFAS) No. 128, Earnings per Share. Preparers and
auditors of financial statements should refer to subsequent FASB Statements and other GAAP for additional
requirements.

.04 Also included in this section are independent auditor's report examples. They include—
•

An Unqualified Opinion

•

An Unqualified Opinion With an Explanatory Paragraph Regarding Substantial Doubt About an
Institution's Ability to Continue as a Going Concern.

•

A Disclaimer of Opinion Because of Substantial Doubt About an Institution's Ability to Continue as
a Going Concern.

•

An Unqualified Opinion With an Emphasis of a Matter Paragraph.

For guidance on reports on the financial statements of banks and savings institutions, users should consult
SAS 58, Reports on Audited Financial Statements (AU 508), as amended, and SAS 59, The Auditor's Consideration
of an Entity's Ability to Continue as a Going Concern (AU 341), as amended.
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Unqualified Opinion

Independent Auditor's Report

To the Board of Directors
ABC Institution:
We have audited the accompanying balance sheets of ABC Institution as of December 31,19X2 and 19X1,
and the related statements of income, changes in stockholders' equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Institution's management. Our responsibility
is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of ABC Institution as of December 31,19X2 and 19X1, and the results of its operations and its cash
flows for the years then ended in conformity with generally accepted accounting principles.

[Signature]
[Date]
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Unqualified Opinion With an Explanatory Paragraph Regarding Substantial Doubt
About an Institution's Ability to Continue as a Going Concern

Independent Auditor's Report

To the Board of Directors
ABC Institution:
We have audited the accompanying balance sheets of ABC Institution as of December 31,19X2 and 19X1,
and the related statements of income, changes in stockholders' equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Institution's management. Our responsibility
is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of ABC Institution as of December 31,19X2 and 19X1, and the results of its operations and its cash
flows for the years then ended in conformity with generally accepted accounting principles.

The accompanying financial statements have been prepared assuming that ABC Institution will continue as
a going concern. As discussed in Note XX to the financial statements, at December 31,19X2, the Institution
did not meet its minimum capital requirements established by the Office of the Comptroller of the Currency
(OCC). The Institution also has suffered recurring losses from operations. The Institution has filed a capital
plan with the OCC outlining its plans for attaining the required levels of regulatory capital by December 31,
19X4. To date, the Institution has not received notification from the OCC regarding acceptance or rejection
of its capital plan. Failure to meet the capital requirements and interim capital targets included in the capital
plan would expose the Institution to regulatory sanctions that may include restrictions on operations and
growth, mandatory asset dispositions, and seizure. These matters raise substantial doubt about the ability
of ABC Institution to continue as a going concern. The ability of the Institution to continue as a going concern
is dependent on many factors, one of which is regulatory action, including ultimate acceptance of its capital
plan. Management's plans in regard to these matters are described in Note XX. The accompanying financial
statements do not include any adjustments that might result from the outcome of this uncertainty.
[Signature]

[Date]
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Disclaimer of Opinion Because of Substantial Doubt About an
Institution's Ability to Continue as a Going Concern
Independent Auditor's Report

To the Board of Directors
ABC Institution:
We have audited the accompanying balance sheets of ABC Institution as of December 31,19X2 and 19X1,
and the related statements of income, changes in stockholders' equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Institution's management. Our responsibility
is to report on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our report.1

The accompanying financial statements have been prepared assuming that ABC Institution will continue as
a going concern. As discussed in Note XX to the financial statements, at December 31,19X2, the Institution
did not meet its minimum capital requirements established by the Office of the Comptroller of the Currency
(OCC). The Institution also has suffered recurring losses from operations. The Institution has filed a capital
restoration plan with the OCC outlining its plans for attaining the required levels of regulatory capital by
December 31,19X4. To date, the Institution has not received notification from the OCC regarding acceptance
or rejection of its capital restoration plan. Failure to meet the capital requirements and interim capital targets
included in the Institution's capital plan would expose the Bank to regulatory sanctions that may include
restrictions on operations and growth, mandatory asset dispositions, and seizure. These matters raise
substantial doubt about the ability of ABC Institution to continue as a going concern. The ability of the
Institution to continue as a going concern is dependent on many factors, one of which is regulatory action,
including ultimate acceptance of its capital plan. Management's plans in regard to these matters are described
in Note XX. The financial statements do not include any adjustments that might result from the outcome of
this uncertainty.
Because of the significance of the uncertainty discussed above, we are unable to express, and we do not
express, an opinion on the financial statements for the year ended December 31,19X2.

In our opinion, the 19X1 financial statements referred to above present fairly, in all material respects, the
financial position of XYZ Bank as of December 31,19X1, and the results of its operations and its cash flows
for the year then ended in conformity with generally accepted accounting principles.
[Signature]
[Date]

1 If the independent accountant was disclaiming an opinion due to a scope limitation, this paragraph would be omitted.
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Unqualified Opinion With an Emphasis of a Matter Paragraph
Independent Auditor's Report

To the Board of Directors
ABC Institution:
We have audited the accompanying balance sheets of ABC Institution as of December 31,19X2 and 19X1,
and the related statements of income, changes in stockholders' equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Institution's management. Our responsibility
is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note XX to the financial statements, at December 31,19X2, the Institution failed to meet the
risk-based capital requirement established by the Federal Deposit Insurance Corporation (FDIC). The
Institution has filed, and the FDIC has accepted, a capital plan for attaining the required level of regulatory
risk-based capital by December 31,19X3.
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of ABC Institution as of December 31,19X2 and 19X1, and the results of its operations and its cash
flows for the years then ended in conformity with generally accepted accounting principles.

[Signature]
[Date]
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ABC BANK AND SUBSIDIARY
Consolidated Balance Sheets
December 31,
19X6
19X5
Assets
Cash and due from banks
Interest-bearing deposits with banks
Federal funds sold and securities purchased under
agreements to resell
Trading account securities
Securities available-for-sale, at fair value
Securities held to maturity, at amortized cost (fair value
approximates $4,332,000 and $7,292,000 at December
31,19X6 and 19X5)
Loans, net of allowance for loan losses of $3,554,000 in
19X6 and $3,690,000 in 19X5
Loans held for sale, net
Accrued interest receivable
Premises and equipment, net
Customers' liability on acceptances
Goodwill and identifiable intangibles, net of amortization
of $1,639,000 in 19X6 and $1,211,000 in 19X5
Other assets
Total assets

Liabilities and Shareholders' Equity
Liabilities:
Deposits:
Noninterest bearing
Interest bearing
Total deposits
Federal funds purchased and securities sold under
agreements to repurchase
Other borrowed funds
Accrued interest payable
Acceptances outstanding
Accrued expenses and other liabilities
Long-term debt
Total liabilities
Shareholders' equity:
Common stock, par value $5.00 (authorized: 19X6 and
19X5—1,500,000 shares; issued: 19X6—645,000 shares,
19X5—629,800 shares)
Additional paid-in capital
Retained earnings
Net unrealized gain (loss) on available-for-sale securities,
net of taxes
Common stock in treasury, at cost (19X6—17,500 shares;
19X5—700 shares)
Total shareholders' equity
Total liabilities and shareholders' equity

$ 14,312,000
5,761,000

$ 13,578,000
6371,000

5,683,000
9,516,000
12,043,000

5,899,000
6,941,000
9,849,000

4,656,000

8,167,000

146,319,000
5,500,000
1,458,000
3,985,000
2,295,000

132,722,000
4,500,000
1,449,000
3,955,000
1,069,000

5,998,000
7,119,000
$224,645,000

6,445,000
8,263,000
$209,208,000

$121,983,000
38,511,000
160,494,000

$117,828,000
36,566,000
154,394,000

11,543,000
7,627,000
848,000
2,295,000
6,893,000
14,723,000
204,423,000

8,788,000
5,053,000
831,000
1,069,000
5,359,000
14,823,000
190,317,000

3,225,000
8,328,000
9,606,000

3,149,000
8,243,000
7,854,000

1,000

(326,000)

(938,000)
(29,000)
20,222,000
18,891,000
$224,645,000 $209,208,000

The accompanying notes are an integral part of these consolidated financial statements.
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ABC BANK AND SUBSIDIARY
Consolidated Statements of Income
Year Ended December 31,
19X6
19X5
Interest income:
Loans
Available-for-sale and held-to-maturity securities
Trading account securities
Federal funds sold and securities purchased under
agreements to resell
Interest-bearing deposits in banks
Total interest income

$12,707,000
1,276,000
741,000

$ 9,806,000
1,374,000
473,000

650,000
466,000
15,840,000

406,000
325,000
12,384,000

4,923,000

3,337,000

758,000
630,000
1,067,000

7,378,000

420,000
275,000
810,000
4,842,000

Net interest income
Provision for loan losses
Net interest income after provision for loan losses

8,462,000
440,000
8,022,000

7,542,000
460,000
7,082,000

Noninterest income:
Service charges on deposit accounts
Trust fees
Credit card fees
Other fees and commissions
Net trading account profits and losses
Net realized gains on sales of available-for-sale securities
Net gains from sale of loans
Other income
Total noninterest income

1,303,000
300,000
652,000
1,269,000
527,000
34,000
71,000
390,000
4,546,000

1,201,000
285,000
467,000
1,111,000
357,000
24,000
126,000
564,000
4,135,000

4,027,000
738,000
663,000
428,000
176,000
359,000
1,610,000
8,001,000
4,567,000
1,903,000
2,664,000
4.21

3,639,000
690,000
589,000
411,000
290,000
323,000
1,558,000
7,500,000
3,717,000
1,541,000
$ 2,176,000
$
3.46

632,780

628,900

Interest expense:
Deposits
Federal funds purchased and securities sold under
agreements to repurchase
Other borrowed funds
Long-term debt
Total interest expense

Noninterest expenses:
Salaries and employee benefits
Occupancy
Equipment
Amortization of intangibles
Regulatory fee and related expenses
Communications
Other expenses
Total noninterest expenses
Income before provision for income taxes
Provision for income taxes
$
Net income
Net income per common share
$
Weighted average number of shares outstanding during the year

The accompanying notes are an integral part of these consolidated financial statements.
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—
—
—
85,000

—

76,000

—
$3,225,000

—
—
—
15,200

—
645,000

$8,328,000

8,243,000

—
—
—

629,800

—

625,000

—
—
—

$7,618,000

__ —
3,149,000

—

110,000

—
—
—

—
—
—
22,000

$3,039,000

607,800

Common
Stock

Additional
Paid-in
Capital

—
$9,606,000

7,854,000
2,664,000
(912,000)
—
—

—

—
—

$6,502,000
2,176,000
(824,000)

Retained
Earnings

The accompanying notes are an integral part of these consolidated financial statements.

Balance at January 1 , 19X5
Net income for 19X5
Cash dividends paid ($1.31 per share)
Treasury stock purchased
Common stock issued
Net changes in unrealized gain (loss) on
available-for-sale securities, net of taxes
Balance at December 3 1 , 19X5
Net income for 19X6
Cash dividends paid ($1.45 per share)
Treasury stock purchased
Common stock issued
Net changes in unrealized gain (loss) on
available-for-sale securities, net of taxes
Balance at December 3 1 , 19X6

Shares of
Common
Stock

Years ended December 3 1 , 19X6 and 19X5

$

327,000
1,000

—
—
—
—

(311,000)
(326,000)

—
—
—
—

$ (15,000)

Net Unrealized
Gain (Loss) on
Available-for-Sale
Securities

Consolidated Statements of Shareholders' Equity

ABC BANK AND SUBSIDIARY

$(938,000)

—

—

(909,000)

—
—

(29,000)

—

—

(14,000)

—
—

$ (15,000)

Treasury
Stock At Cost

327,000
$20,222,000

(311,000)
18,891,000
2,664,000
(912,000)
(909,000)
161,000

$17,129,000
2,176,000
(824,000)
(14,000)
735,000

Total
Shareholders'
Equity

.10
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ABC BANK AND SUBSIDIARY
Consolidated Statements of Cash Flows
Year Ended December 31,
19X6
19X5
Operating activities
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Provision for loan losses
Net gain on sales of assets
Net amortization of loan fees and discounts
Depreciation and amortization of premises and equipment
Amortization of intangibles
Provision for deferred income taxes
Change in assets and liabilities:
(Increase) in accrued interest receivable
Increase in accrued interest payable
Increase in trading account securities
Increase in current income taxes payable
Deferred fees received from lending activities
Net cash provided by loans held for sale
Other, net

Net cash provided by operating activities

$ 2,664,000

$ 2,176,000

440,000
(96,000)
(101,000)
552,000
428,000
268,000

460,000
(211,000)
(102,000)
489,000
411,000
713,000

(9,000)
17,000
(2,575,000)
265,000
142,000
1,132,000
(220,000)

(325,000)
421,000
(35,000)
64,000
121,000
436,000
(598,000)

2,907,000

4,020,000

2,509,000
4,722,000
(8,880,000)

3,019,000
6,481,000
(5,815,000)

4,487,000
(976,000)
1,982,000
(1,711,000)
(649,000)
525,000

2,763,000
(1,319,000)
1,516,000
(758,000)
(617,000)
587,000

(14,429,000)
472,000
(81,000)
297,000

(7,602,000)
(2,576,000)
1,941,000
(1,108,000)

Investment activities
Activity in available-for-sale securities:
Sales proceeds
Maturities, prepayments and calls
Purchases
Activity in held-to-maturity securities:
Maturities, prepayments, and calls
Purchases
Proceeds from sale of loans
Purchases of loans
Purchases of premises and equipment
Proceeds from sales of other real estate owned
Net cash provided by (used in):
Loan originations and principal collections
Interest-bearing deposits in banks
Federal funds sold
Securities purchased under resale agreements
Proceeds from other liquidations of assets identified
for disposition
Other, net

55,000
118,000

300,000
549,000

$(11,559,000) $(2,639,000)

Net cash (used in) investing activities

(continued)
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Year Ended December 31,
19X6
19X5
Financing activities

Proceeds from issuance of long-term debt
Principal payments and retirements of long-term debt
Proceeds from issuance of common stock
Treasury stock purchased
Common stock dividends
Net cash provided (used by):
Deposits
Federal funds purchased and securities sold under
repurchase agreements
Other borrowed funds
Other, net

Net cash provided by financing activities

Net increase in cash and due from banks
Cash and due from banks at beginning of year

$ 2,588,000 $ 2,045,000
(2,688,000) (2,580,000)
161,000
735,000
(909,000)
(14,000)
(912,000)
(824,000)

6,100,000

598,000

2,755,000
2,574,000
(283,000)

3,433,000
(708,000)
(970,000)

9,386,000

1,715,000

734,000
13,578,000

3,096,000
10,482,000

$14,312,000 $13,578,000

Cash and due from banks at end of year
Supplemental disclosure of cash flow information
Cash paid for:
Income taxes

$ 1,542,000 $

$ 7,361,000

Interest expense

85,000

$ 4,422,000

The accompanying notes are an integral part of these consolidated financial statements.
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ABC BANK AND SUBSIDIARY

Notes to Consolidated Financial Statements
December 31,19X6 and 19X5
Note 1: Nature of Operations and Summary of Significant Accounting Policies
ABC Bank and Subsidiary (the Bank) operate seven branches in rural and suburban communities
in the Midwestern United States. The Bank offers customary banking services, including accep
tance of checking, savings and time deposits and the making of commercial, agricultural, real
estate and consumer loans, to customers who are predominantly small and middle-market
businesses and middle-income individuals.
Principles of Consolidation. The consolidated financial statements include the accounts of ABC
Bank and its wholly owned subsidiary, which owns all of the Bank's premises. All intercompany
transactions and balances have been eliminated in consolidation.

Cash and Cash Equivalents. For purposes of the consolidated statements of cash flows, cash and
cash equivalents are defined as those amounts included in the balance sheet caption "cash and
due from banks."
Use of Estimates. The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the
date of the consolidated financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Securities. Securities that management has both the positive intent and ability to hold to maturity
are classified as securities held-to-maturity and are carried at cost, adjusted for amortization of
premium or accretion of discount using the interest method. Securities that may be sold prior to
maturity for asset/liability management purposes, or that may be sold in response to changes in
interest rates, to changes in prepayment risk, to increase regulatory capital or other similar factors,
are classified as securities available-for-sale and carried at fair value with any adjustments to fair
value, after tax, reported as a separate component of shareholders' equity. Declines in the fair
value of individual held-to-maturity and available-for-sale securities below their cost that are
other than temporary have resulted in write-downs of the individual securities to their fair value.
The related write-downs are included in earnings as realized losses. Securities purchased for
trading purposes are held in the trading portfolio at fair value, with changes in fair value included
in noninterest income.
Interest and dividends on securities, including the amortization of premiums and the accretion
of discounts, are reported in interest and dividends on securities using the interest method. Gains
and losses on the sale of securities are recorded on the trade date and are calculated using the
specific-identification method.

Loans Held for Sale. Mortgage loans originated and intended for sale in the secondary market are
carried at the lower of cost or estimated fair value in the aggregate. Net unrealized losses are
recognized through a valuation allowance by charges to income.
Loans. Loans that management has the intent and ability to hold for the foreseeable future or
until maturity or pay-off generally are reported at their outstanding unpaid principal balances
adjusted for charge-offs, the allowance for loan losses, and any deferred fees or costs on originated
loans or unamortized premiums or discounts on purchased loans. Interest income is accrued on
the unpaid principal balance. Discounts and premiums are amortized to income using the interest
method. Loan origination fees, net of certain direct origination costs, are deferred and recognized
as an adjustment of the yield (interest income) of the related loans.
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Nonaccrual Loans. The accrual of interest on commercial loans is discontinued at the time the loan
is 90 days delinquent unless the credit is well-secured and in process of collection. Residential real
estate loans are typically placed on nonaccrual at the time the loan is 120 days delinquent. Credit
card loans, other unsecured personal credit lines and certain consumer finance loans are typically
charged off no later than 180 days delinquent. Other consumer loans are charged off at 120 days
delinquent. In all cases, loans must be placed on nonaccrual or charged-off at an earlier date if
collection of principal or interest is considered doubtful.
All interest accrued but not collected for loans that are placed on nonaccrual or charged off is
reversed against interest income. The interest on these loans is accounted for on the cash-basis or
cost-recovery method, until qualifying for return to accrual. Loans are returned to accrual status
when all the principal and interest amounts contractually due are reasonably assured of repay
ment within a reasonable time frame and when the borrower has demonstrated payment
performance of cash or cash equivalents for a minimum of six months.
Allowancefor Loan Losses. The allowance for loan losses is established through provisions for loan
losses charged against income. Portions of loans deemed to be uncollectible are charged off against
the allowance for loan losses, and subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses related to impaired loans that are identified for evaluation is based
on discounted cash flows using the loan's initial effective interest rate, or for collateral-dependent
loans, the fair value, less selling costs, of the collateral. By the time a loan becomes probable of
foreclosure it has been charged down to fair value, less estimated cost to sell.

Management's periodic evaluation of the adequacy of the allowance is based on the Bank's past
loan loss experience, known and inherent risks in the portfolio, adverse situations that may affect
the borrower's ability to repay (including the timing of future payments), the estimated value of
any underlying collateral, composition of the loan portfolio, and current economic conditions.
This evaluation is inherently subjective as it requires material estimates that are susceptible to
significant change including the amounts and timing of future cash flows expected to be received
on impaired loans.
Foreclosed Assets. Foreclosed assets, which are included in other assets, include properties ac
quired through foreclosure or in full or partial satisfaction of the related loan.
Foreclosed assets initially are recorded at the lower of fair value, net of estimated selling costs, or
cost, at the date of foreclosure. After foreclosure, valuations are periodically performed by
management and the assets are carried at the lower of (1) cost or (2) fair value, less estimated costs
to sell. Revenue and expenses from operations and changes in the valuation allowance are
included in other expenses.
Income Taxes. Deferred income tax assets and liabilities are determined using the liability (or
balance sheet) method. Under this method, the net deferred tax asset or liability is determined
based on the tax effects of the differences between the book and tax bases of the various balance
sheet assets and liabilities and gives current recognition to changes in tax rates and laws.

Premises and Equipment. Land is carried at cost. Bank premises, furniture and equipment, and
leasehold improvements are carried at cost, less accumulated depreciation and amortization
computed principally by the straight-line method. Net gains and losses on disposal or retirement
of premises and equipment are included in other income.
Goodwill and Identifiable Intangibles. Goodwill represents the excess of the purchase price over the
estimated fair value of identifiable net assets associated with acquisition transactions. Goodwill
is amortized on a straight-line basis over 25 years.

Identifiable intangibles are amortized using accelerated methods over their estimated periods of
benefit.

Loan Servicing. The cost of mortgage servicing rights is amortized in proportion to, and over the
period of estimated net servicing revenues. Impairment of mortgage servicing rights is assessed
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at each reporting date based on the fair value of those rights. Fair values are estimated using
discounted cash flows based on a current market interest rate. For purposes of measuring
impairment, the rights are stratified by loan type, investor type, and interest rate. The amount of
impairment recognized, through a valuation allowance, is the amount by which the capitalized
mortgage servicing rights for a stratum exceed their fair value.
Rights to future interest income from serviced loans that exceeds contractually specified servicing
fees are classified as interest-only strips and accounted for as debt securities that are available for
sale.

Derivative Financial Instruments. All derivative financial instruments held or issued by the Bank
are for purposes other than trading, and are used to hedge interest rate risk associated with interest
bearing liabilities and debt. They are recorded in the Balance Sheet with the respective item being
hedged and the corresponding income or expense included with the respective interest expense
category in the Statement of Income.
Interest-Rate Exchange Agreements. Interest-rate exchange agreements (swaps) used in asset/liability management activities are accounted for using the accrual method. Net interest income
(expense) resulting from the differential between exchanging floating and fixed-rate interest
payments is recorded on a current basis. Gains or losses on the termination of swaps used in
asset/liability management activities are deferred and amortized into interest income or
expense over the shorter of the remaining life of the related asset or liability or maturity period
of the swap.
Interest-Rate Financial Futures. Interest-rate financial futures contracts are entered into by the
Bank as hedges against exposure to interest-rate risk. Changes in the market value of interestrate futures contracts are deferred while the contracts are open and subsequently are amortized
into interest income or expense over the maturity period of the hedged assets or liabilities after
the contract closes.
Net Income Per Share. Net income per common share is computed by dividing net income by the
weighted-average number of common shares outstanding.

Note 2: Cash and Due from Bank Accounts

The Bank is required to maintain reserves with the Federal Reserve Bank. The average reserves
required for 19X6 and 19X5 were $3,851,000 and $4,204,000, respectively.
Note 3: Securities
The carrying amount of securities and their approximate fair values at December 31 follow:

Amortized
Cost

Available-for-Sale Securities:
December 31,19X6:
Equity securities
$ 183,000
U.S. government and agency securities
8,446,000
State and municipal securities
2,293,000
Other debt securities
1,120,000
$12,042,000
December 31,19X5:
$ 186,000
Equity securities
7,812,000
U.S. government and agency securities
State and municipal securities
1,747,000
Other debt securities
648,000
$10,393,000
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Gross
Unrealized
Gains

Gross
Unrealized
Losses

$114,000
134,000
17,000
22,000

$ 21,000
265,000

$287,000

$286,000

$ 62,000
50,000
234,000
9,000
$355,000

$ 20,000
367,000
503,000
9,000
$899,000

Fair Value

$

297,000
8,559,000
2,045,000
1,142,000
$12,043,000

$

228,000
7,495,000
1,478,000
648,000

$ 9,849,000

Amortized
Cost

Gross
Unrealized
Gains

$2,547,000
2,109,000

$48,000
31,000

$

$4,656,000

Gross
Unrealized
Losses

Fair Value

2,000
401,000

$2,593,000
1,739,000

$79,000

$403,000

$4,332,000

$5,184,000
2,983,000

$20,000
8,000

$336,000
567,000

$4,868,000
2,424,000

$8,167,000

$28,000

$903,000

$7,292,000

Held-to-Maturity Securities:

December 31,19X6:
U.S. government and agency securities
State and municipal securities
December 31,19X5:
U.S. government and agency securities
State and municipal securities

Gross realized gains and gross realized losses on sales of available-for-sale securities were
$268,000 and $234,000, respectively, in 19X6 and $94,000 and $70,000, respectively, in 19X5.

Changes in net unrealized gains (losses) on trading securities of $37,000 and $(25,000) were
included in earnings during 19X6 and 19X5, respectively.

The scheduled maturities of securities held-to-maturity and securities (other than equity securi
ties) available-for-sale at December 31,19X6 were as follows:
Securities Held-to-Maturity

Due in one year or less
Due from one to five years
Due from five to ten years
Due after ten years

Securities Available-for-Sale

Amortized
Cost

Fair
Value

Amortized
Cost

Fair
Value

$ 319,000
394,000
336,000
3,607,000

$ 317,000
403,000
349,000
3,263,000

$ 1,734,000
2,001,000
584,000
7,540,000

$ 1,737,000
2,031,000
532,000
7,446,000

$4,656,000

$4,332,000

$11,859,000

$11,746,000

Assets, principally securities, with carrying values of $10,461,000 at December 31, 19X6 and
$11,116,000 at December 31,19X5, were pledged to secure public deposits and for other purposes
required or permitted by law.
Note 4: Securities Purchased Under Agreements to Resell

The Bank enters into purchases of securities under agreements to resell substantially identical
securities. These agreements are classified as financing arrangements. Securities purchased under
agreements to resell at December 31,19X6 consist of U.S. Treasury securities.
The amounts advanced under these agreements are reflected as assets in the balance sheet. It is
the Bank's policy to take possession of securities purchased under agreements to resell. Agree
ments with third parties specify the Bank's rights to request additional collateral, based on its
monitoring of the fair value of the underlying securities on a daily basis. During the year, the
securities were delivered by appropriate entry into the Bank's account maintained at the Federal
Reserve Bank of New York or into a third-party custodian's account designated by the Bank under
a written custodial agreement that explicitly recognizes the Bank's interest in the securities. At
December 31, 19X6, these agreements matured within 90 days and no material amount of
agreements to resell securities purchased was outstanding with any individual dealer. Securities
purchased under agreements to resell averaged approximately $5,200,000 during 19X6, and the
maximum amount outstanding at any month end during 19X6 was $5,900,000.
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Note 5: Loans and Allowance for Loan Losses
The components of loans are as follows:

Commercial
Real estate construction
Commercial real estate
Residential real estate
Credit card
Consumer

19X6

19X5

$ 42,275,000
3,153,000
10,975,000
44,849,000
9,139,000
39,482,000

$ 38,492,000
3,616,000
10,277,000
42,907,000
8,020,000
33,100,000

149,873,000
(3,554,000)

Allowance for loan losses

$146,319,000

136,412,000
(3,690,000)

$132,722,000

Recorded investment in impaired loans, not requiring an allowance for loan losses was $610,000
at December 31,19X6. The recorded investment in impaired loans requiring an allowance for loan
losses was $763,000 at December 31,19X6. For the years ended December 31,19X6 and 19X5, the
average recorded investment in impaired loans was $1,361,000 and $981,000, respectively, and
the interest income recognized on impaired loans for those years was $80,000 and $70,000,
respectively.

An analysis of the change in the allowance for loan losses follows:

Balance at January 1
Loan losses
Loan loss recoveries

Net credit losses
Provisions for loan losses
Balance at December 31

19X6

19X5

$3,690,000
(1,011,000)
435,000

$3,508,000
(988,000)
710,000

576,000
440,000

278,000
460,000

$3,554,000

$3,690,000

Three of the Bank's branches are in communities that were flooded in late 19X6. These branches
made loans to individuals and businesses affected by the flooding and Management considered
the flood's effect in determining the adequacy of the allowance for loan losses. It is reasonably
possible that in the near term loan losses with respect to that event could be $500,000 to $1,000,000
more than estimated in the allowance for loan losses.

Note 6: Premises and Equipment and Lease Commitments
Premises and equipment at December 31,19X6 and 19X5 were as follows:

Land
Bank premises
Furniture and equipment
Leasehold improvements

Total cost
Less accumulated depreciation

Net book value

19X6

19X5

$ 452,000
2,919,000
2,939,000
863,000

$ 465,000
2,800,000
2,732,000
795,000

7,173,000
3,188,000

6,792,000
2,837,000

$3,985,000

$3,955,000

Certain Bank premises and equipment are leased under various operating leases. Rental expense
was $359,000 in 19X6 and $327,000 in 19X5.
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Future minimum rental commitments under noncancelable leases are:
Capital
Leases
$ 23,000
23,000
23,000
23,000
20,000
51,000
163,000
(42,000)
$121,000

19X7
19X8
19X9
19X0
19X1
Thereafter
Total minimum lease payments
Amount representing interest
Present value of net minimum lease payments

Operating
Leases
$ 293,000
253,000
237,000
215,000
212,000

1,417,000
$2,627,000

Note 7: Mortgage Servicing Rights

Mortgage loans serviced for others are not included in the accompanying consolidated balance
sheet. The unpaid principal balances of mortgage loans serviced for others was $21,348,000 and
$18,965,000 at December 31,19X6 and 19X5, respectively.
Mortgage servicing rights of $61,000 and $139,000 were capitalized in 19X6 and 19X5, respectively,
and are included in other assets. Mortgage servicing rights are carried net of the valuation
allowance, at their fair value of $217,000 and $197,000 at December 31,19X6 and 19X5, respec
tively. Amortization of mortgage servicing rights was $39,000 and $10,200 in 19X6 and 19X5,
respectively.
Following is an analysis of the aggregate changes in the valuation allowances for mortgage
servicing rights in 19X6 and 19X5:

Balance, January 1,19X4
Additions
Reductions
Balance, December 31,19X5
Additions
Reductions
Balance at December 31,19X6

$1,800
5,600
(1,100)

6,300
3,500
(1,600)
$8,200

Note 8: Deposits
The aggregate amount of short-term jumbo certificates of deposit, each with a minimum denomi
nation of $100,000, was approximately $8,855,000 and $8,410,000 at December 31,19X6 and 19X5,
respectively.

At December 31, 19X6, the scheduled maturities of interest bearing deposits with remaining
maturities in excess of one year are as follows:
$16,338,000
3,625,000
612,000
376,000
220,000
$21,171,000

19X8
19X9
19X0
19X1
19X2 and thereafter

Note 9: Long-Term Debt
The Bank's fixed-rate long-term debt of $8,182,000 at December 31,19X6 matures through 20XX. At
December 31,19X6 and 19X5, the interest rates on fixed-rate long-term debt ranged from 4.55 percent to
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11.50 percent and from 4.55 percent to 14.25 percent, respectively. The Bank has entered into
off-balance-sheet financial instruments, primarily interest rate swaps, with notional amounts of
approximately $3,500,000 at December 31,19X6, to change its interest rate exposure from fixed to
floating rate. At December 31,19X6 and 19X5, the weighted average interest rates on fixed-rate
long-term debt, including the effects of interest rate swaps, were 7.69 percent and 8.00 percent,
respectively.

The Bank's floating-rate long-term debt of $6,541,000 at December 19X6 matures through 19XX.
The majority of the floating rates are based on three- and six-month London Interbank Offer Rate
(LIBOR). At December 31,19X6 and 19X5, the interest rate on floating-rate long-term debt ranged
from 5.37 percent to 7.80 percent and from 4.79 percent to 7.17 percent, respectively. The Bank
has entered into off-balance-sheet financial instruments, primarily futures, with notional amounts
of approximately $4,200,000 at December 31,19X6, to reduce the interest rate risk by shortening
the repricing profile on floating-rate debt that reprices within one year. At December 31,19X6 and
19X5, the weighted average interest rates on floating-rate long-term debt were 6.10 percent and
6.27 percent, respectively. The effect of futures on floating rate long-term debt interest rates was
not material.

At December 31,19X6 and 19X5, $37,000 and $93,000, respectively, of subsidiary long-term debt
was guaranteed by the parent.
At December 31,19X6 and 19X5, $4,304,000 and $3,801,000, respectively, of long-term debt was
redeemable at par at the option of the parent on dates ranging from March 15,19X7 through June
21,19X1.
At December 31,19X6, the Bank had $20,000,000 available under a long-term line of credit that
expires in 20X0.
Long-term debt (original maturities of more than one year)* consisted of the following at year end:

19X6

19X6

19X5

Various
Fixed-Rate
Debt
Obligations

Various
Floating-Rate
Debt
Obligations

Total

Total

Total parent

$ 801
1,019
320
215
425
4,893
7,673

$ 211
945
1,260
1,490
1,415
703
6,024

$ 1,012
1,964
1,580
1,705
1,840
5,596
13,697

$ 1,769
1,489
2,100
1,491
1,704
577
4,899
14,029

Subsidiary Debt:
Due in 19X7
Due in 19X8
Due in 19X9
Due in 19X0
Due in 19X1
Due in 19X2
Thereafter
Total subsidiary
Total Long-Term Debt

—
13
33
12
12
13
426
509
$8,182

—
367
66
6
39
39
—
517
$6,541

—
380
99
18
51
52
426
1,026
$14,723

101
84
99
12
51
13
434
794
$14,823

Parent Debt:
Due in 19X7
Due in 19X8
Due in 19X9
Due in 19X0
Due in 19X1
Due in 19X2
Thereafter

* Maturity distribution is based upon contractual maturities or earlier dates due to call notices issued.
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Note 10: Federal Funds Purchased and Securities Sold Under Agreements to Repurchase and
Other Borrowed Funds

Federal funds purchased and securities sold under agreements to repurchase, which are classified
as borrowings, generally mature within one to four days from the transaction date. Other
borrowed funds consist of term federal funds purchased and treasury tax and loan deposits and
generally are repaid within one to 120 days from the transaction date.

Securities sold under agreements to repurchase are reflected at the amount of cash received in
connection with the transaction. The Bank monitors the fair value of the underlying securities on
a daily basis. Information concerning securities sold under agreements to repurchase is summa
rized as follows:
19X6
19X5
Average balance during the year
$4,135,000
$2,231,000
Average interest rate during the year
8.13%
8.35%
Maximum month end balance during the year
$4,356,000
$2,465,000
Note 11: Financial Instruments With Off-Balance-Sheet Risk and Other Derivative Financial
Instruments

In the normal course of business, the Bank is a party to financial instruments with off-balancesheet risk to meet the financing needs of its customers, through the use of commitments to extend
credit, commercial and standby letters of credit and to reduce its own exposure to fluctuations in
interest rates, through the use of interest-rate swaps and futures contracts. Those instruments
involve, to varying degrees, elements of credit and interest-rate risk in excess of the amount
recognized in the consolidated balance sheets. The contract or notional amounts of those instru
ments reflect the extent of the Bank's involvement in particular classes of financial instruments.

The Bank's exposure to credit loss in the event of nonperformance by the other party to the
financial instrument for commitments to extend credit, commercial and standby letters of credit,
is represented by the contractual notional amount of those instruments. The Bank uses the same
credit policies in making commitments and conditional obligations as it does for on-balance-sheet
instruments. For interest-rate swap transactions, and futures contracts, the contract or notional
amounts do not represent exposure to credit loss. The Bank controls the credit risk of its
interest-rate swap agreements and futures contracts through credit approvals, limits, and moni
toring procedures.
The following table summarizes the Bank's off-balance-sheet financial instruments as of Decem
ber 31,19X6 and 19X5. The Bank does not use these financial instruments for trading purposes.

Contract or Notional Amount
19X6
19X5
Financial instruments whose contract amounts
represent credit risk:
Commitments to extend credit:
Commercial
Real estate construction
Commercial real estate
Residential real estate
Consumer

Commercial letters of credit
Standby letters of credit and financial
guarantees written
Financial instruments whose notional or contract
amounts exceed the amount of credit risk:
Interest rate swaps
Financial futures
100

$32,600,000
10,000,000
5,000,000
8,400,000
1,200,000
$57,200,000

$

25,000

$22,000,000

8,600,000
4,800,000
800,000
$36,200,000
$

13,000

$ 5,000,000

$12,000,000

$ 3,500,000
$ 4,200,000

$
$

300,000
-

Commitments to Extend Credit. Commitments to extend credit are agreements to lend to a
customer, as long as there is no violation of any condition established in the contract, and includes
unutilized credit card lines. Commitments generally have fixed expiration dates or other termi
nation clauses and may require payment of a fee. Since many of the commitments are expected
to expire without being drawn upon, the total commitment amounts do not necessarily represent
future cash requirements. The majority of commitments to extend credit have terms up to one
year, and contracted fixed interest rates in the range 7.0 percent to 9.5 percent, except for consumer
commitments. Management evaluates each customer's creditworthiness in determining the
amount of collateral to obtain. Collateral held varies but may include accounts receivable,
inventory, property, plant, and equipment and real estate.

Commercial Letters of Credit. Commercial letters of credit ensure payment by a bank to a third
party for a customer's foreign or domestic trade transactions, generally to finance a commercial
contract for the shipment of goods. While approximately 90 percent of commercial letters of credit
are utilized, a significant portion of such utilization is on an immediate payment basis. The Bank's
credit risk in these transactions is limited since the contracts are collateralized by the merchandise
being shipped and are generally of short duration.

Standby Letters of Credit and Financial Guarantees Written. Standby letters of credit and financial
guarantees written are conditional commitments issued by the Bank to guarantee the performance
of a customer to a third party. Those guarantees are primarily issued to support the financing
needs of the Bank's commercial customers, and are short-term in nature. The credit risk involved
in issuing letters of credit is essentially the same as that involved in extending loan facilities to
customers. The Bank holds marketable securities as collateral supporting those commitments for
which collateral is deemed necessary. The extent of collateral held for these commitments at
December 31, 19X6, varies from 5 percent to 10 percent; the average amount collateralized is 9
percent.
Interest-Rate Swaps. The Bank enters into a variety of interest-rate swap transactions in managing
its interest-rate exposure. Interest-rate swap transactions generally involve the exchange of
fixed-and floating-rate interest-payment obligations without the exchange of the underlying
principal amounts. Notional principal amounts often are used to express the volume of these
transactions, but the amounts potentially subject to credit risk are much smaller. Credit risk is the
amount of loss that the Bank would suffer if all counterparties failed to perform according to the
terms of the contracts based on the interest rates at each respective period. In the aggregate for all
contracts, this represents an exposure of $90,000 and $6,000 at December 31,19X6 and 19X5.

During 19X6 and 19X5, the Bank entered into agreements to receive fixed-rate interest payments
in exchange for variable market-indexed interest payments (interest-rate swaps). The weightedaverage fixed-payment rates were 8.00 percent and 8.10 percent at December 31,19X6 and 19X5,
respectively, with original terms of three years. Variable-interest payments are based on 90-day
commercial paper. At December 31, 19X6 and 19X5, the weighted-average rate of variable
market-indexed interest payment obligations was 7.95 percent and 7.94 percent, respectively. The
effect of these agreements was to convert its fixed rate debt to variable rate debt.
Interest Rate Financial Futures. Interest rate financial futures contracts are contracts in which the
buyer agrees to purchase and the seller agrees to make delivery of a specific financial instrument
at a predetermined price or yield. Interest rate financial futures contracts are standardized and
are traded on exchanges. The exchange assumes the risk that a counterparty will not pay and
generally requires margin payments to minimize such risk. Market risks arise from movements
in interest rates and security values.

The Bank uses financial futures contracts to hedge interest-rate exposure generally to reduce the
interest rate risk by shortening the repricing profile on floating-rate debt that reprices within one
year. No positions were held at, or during the year ended, December 31,19X5. The net unrealized
loss paid on maintenance of margin deposits relating to open positions was $14,000 at December
31,19X6. Net unamortized gains on positions closed during 19X6 were $13,000. The cost of U.S.
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Treasury bills pledged as collateral for initial margin on open futures contracts was $50,000 at
December 31,19X6.

Note 12: Concentrations of Credit Risk
Most of the Bank's business activity is with customers located within the state. Investments in state
and municipal securities involve governmental entities within the Bank's market area. As of December
31,19X6, the Bank's receivables from, guarantees of, and obligations of companies in the semiconduc
tor industry were $8,400,000. As of December 31,19X6, the Bank also was creditor for $1,200,000 of
domestic loans and other receivables from companies with high debt-to-equity ratios as a result of
buyout transactions. Generally, the loans are secured by assets or stock. The loans are expected to be
repaid from cash flow or proceeds from the sale of selected assets of the borrowers. Credit losses
arising from lending transactions with highly leveraged entities compare favorably with the Bank's
credit loss experience on its loan portfolio as a whole. The Bank's policy for requiring collateral is [the
institution should state its policy, along with information about the entity's access to that collateral or other
security and a description of collateral].
Note 13: Income Taxes

The significant components of the provision for income taxes for the years ended December 31,
19X6 and 19X5 are as follows:
19X5
19X6
Current tax provision:
Federal
State

$1,396,000
239,000
1,635,000
268,000

Deferred federal

$1,903,000

$ 688,000
140,000
828,000
713,000
$1,541,000

The reasons for the differences between the statutory federal income tax rates and the effective
tax rates are summarized as follows:
19X6
19X5

Federal statutory income tax rates
State and local income taxes,
net of federal tax effect
Other, net

35%

35%

5%
_2%
42%

5%
1%
41%

The significant components of deferred income tax assets and liabilities at December 31 consist
of the following:

Deferred Tax Assets:
Allowance for loan losses
Accrued expenses
Other real estate owned
Other
Total deferred tax assets
Deferred Tax Liabilities:
Depreciation
Intangible assets
Other

19X6

19X5

$ 1,335,000
155,000
52,000
180,000
1,722,000

$ 1,114,000
255,000
88,000
359,000
1,816,000

(1,185,000)
(575,000)
(585,000)
(2,345,000)

Total deferred tax liabilities
Net deferred income tax liability

$ (623,000)
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(870,000)
(607,000)
(473,000)
(1,950,000)
$ (134,000)

In 19X6, deferred tax liabilities of $221,000 relating to net unrealized gains on available-for-sale
securities were charged directly to shareholders' equity. In 19X5, deferred tax benefits of $218,000
relating to net unrealized losses on available-for-sale securities were recorded in shareholders'
equity.

Note 14: Related Parties

The Bank has entered into transactions with its directors, significant shareholders, and their
affiliates (related parties). The aggregate amount of loans to such related parties at December 31,
19X6 and 19X5, was $1,443,000, and $1,438,000, respectively. During 19X6, new loans to such
related parties amounted to $889,000 and repayments amounted to $884,000. Management
believes the terms extended to related parties are similar to those extended to unrelated parties.
The amount of deposits from related parties held by the Bank at December 31,19X6 and 19X5 was
$806,000 and $731,000, respectively.
Note 15: Legal Contingencies

The Bank is a defendant in certain claims and legal actions arising in the ordinary course of
business. In the opinion of management, after consultation with legal counsel, the ultimate
disposition of these matters is not expected to have a material adverse effect on the consolidated
financial condition of the Bank.
Note 16: Restrictions on Retained Earnings

The Bank is subject to certain restrictions on the amount of dividends that it may declare without
prior regulatory approval. Based upon these restrictions, the Bank could have declared dividends
for 19X6 of $2,911,000 without prior regulatory approval.
Note 17: Regulatory Matters

The Bank is subject to various regulatory capital requirements administered by the federal
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory—
and possibly additional discretionary—actions by regulators that, if undertaken, could have a
direct material effect on the Bank's financial statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the Bank must meet specific capital
guidelines that involve quantitative measures of the Bank's assets, liabilities, and certain off-bal
ance-sheet items as calculated under regulatory accounting practices. The Bank's capital amounts
and classification are also subject to qualitative judgments by the regulators about components,
risk weightings, and other factors.
Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios (set forth in the table below) of Total Capital and Tier 1
Capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier 1 Capital
(as defined) to average assets (as defined). Management believes, as of December 31,19X6, that
the Bank meets all capital adequacy requirements to which it is subject.

As of December 31, 19X6, the most recent notification from the Primary Regulatory Agency
categorized ABC Bank and its subsidiary as well-capitalized under the regulatory framework for
prompt corrective action. Tobe categorized as well-capitalized ABC Bank and its subsidiary must
maintain minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the
table. There are no conditions or events since that notification that management believes have
changed the institution's category.
ABC Bank's actual capital amounts and ratios are also presented in the table below.
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For Capital
Adequacy Purposes:

Amount

As of December 31,19X6:
Total Capital
(to Risk-Weighted Assets)
Tier 1 Capital
(to Risk-Weighted Assets)
Tier 1 Capital
(to Average Assets)
As of December 31,19X5:
Total Capital
(to Risk-Weighted Assets)
Tier 1 Capital
(to Risk-Weighted Assets)
Tier 1 Capital
(to Average Assets)

To Be Well
Capitalized Under
Prompt Corrective
Action Provisions:

Amount

Ratio

$23,416,000

11.48%

≥$16,318,000

≥8.0%

≥$20,397,000

≥10.0%

$14,991,000

7.35%

≥$ 8,158,000

≥4.0%

≥$12,237,000

≥6.0%

$14,324,000

7.31%

≥$ 7,838,000

≥4.0%

≥$ 9,797,000

≥5.0%

$21,953,000

11.69%

≥$15,024,000

≥8.0%

≥$18,779,000

≥10.0%

$13,658,000

7.27%

≥$ 7,518,000

≥4.0%

≥$11,272,000

≥6.0%

$13,428,000

7.25%

≥$ 7,408,000

≥4.0%

≥$ 9,260,000

≥5.0%

Amount

Ratio

Amount

Ratio

Note 18: Fair Value of Financial Instruments
Management uses its best judgment in estimating the fair value of the Bank's financial instru
ments; however, there are inherent weaknesses in any estimation technique. Therefore, for
substantially all financial instruments, the fair value estimates herein are not necessarily indicative
of the amounts the Bank could have realized in a sales transaction on the dates indicated. The
estimated fair value amounts have been measured as of their respective year ends, and have not
been reevaluated or updated for purposes of these consolidated financial statements subsequent
to those respective dates. As such, the estimated fair values of these financial instruments
subsequent to the respective reporting dates may be different than the amounts reported at each
year end.

The following information should not be interpreted as an estimate of the fair value of the entire
Bank since a fair value calculation is only provided for a limited portion of the Bank's assets. Due
to a wide range of valuation techniques and the degree of subjectivity used in making the
estimates, comparisons between the Bank's disclosures and those of other companies may not be
meaningful. The following methods and assumptions were used to estimate the fair values of the
Bank's financial instruments at December 31,19X6 and 19X5:
Financial Instruments Valued at Carrying Value. The carrying amounts of cash and due from banks,
interest-bearing deposits with banks, federal funds sold and resale agreements and loans held for
sale approximate their fair value. Fair values for trading account securities, which also are the
amounts recognized in the consolidated balance sheet, are based on quoted market prices, where
available. If quoted market prices are not available, fair values are based on quoted market prices
of comparable instruments. The carrying amounts of liabilities on acceptances and acceptances
outstanding approximate their fair value. The carrying amounts of federal funds purchased,
borrowings under repurchase agreements, and other borrowed funds maturing within 90 days
approximate their fair values. Fair values of other borrowed funds in excess of 90 days are
estimated using discounted cash flow analyses based on the Bank's current incremental borrow
ing rates for similar types of borrowing arrangements. The carrying amounts of accrued interest
approximate their fair values.

Available-for-Sale and Held-to-Maturity Securities. Fair values for securities, excluding restricted
equity securities, are based on available quoted market prices. If quoted market prices are
unavailable, fair values are based on quoted market prices of comparable instruments. For
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unquoted securities for which no comparable instruments exists, the reported fair value is
estimated on the basis of cost, book or appraised value as deemed appropriate by management.
Available-for-sale securities are carried at their aggregate fair value.
Loans. For variable-rate commercial loans that reprice frequently (within a relatively short time
frame) and have no significant change in credit risk, fair values are based on carrying values.
Residential first mortgages are based on quoted market prices of similar loans. Fair values for
certain junior mortgage loans, consumer installment loans, credit-card loans, and other con
sumer loans are estimated using discounted cash flow models. The discount rates are based on
current market interest rates for similar types of loans. Fair values for commercial real estate and
commercial loans that do not reprice or do not mature within relatively short time frames are
estimated using discounted cash flow analyses. The discount rates used are those currently being
offered for loans with similar terms to borrowers of similar credit quality. Fair values for
impaired loans are estimated using discounted cash flow analyses or underlying collateral
values, where applicable.

Deposits. The fair values for demand deposits and deposits with no defined maturity are
determined to be the amount payable on demand at the reporting date. The fair values for
fixed-maturity deposits are estimated using discounted cash flow models based on rates currently
offered for the relevant product types with similar remaining maturities.

Long-Term Debt. The estimated fair value was determined using a discounted cash flow analysis,
based on current market rates of similar maturity debt securities, to discount cash flows.
The carrying amount, the amount at which financial instruments are reported in the balance sheet,
and the estimated fair values of the Bank's financial instruments are as follows:
December31,

19X5

19X6

Carrying
Amount

Financial Assets:
Cash and due from banks
Interest-bearing deposits with banks
Federal funds sold and resale
agreements
Trading account securities
Securities available-for-sale
Securities held-to-maturity
Loans
Less allowance for credit losses
Loans, net of allowance
Loans held for sale
Customer liability on acceptance

Total financial assets
Nonfinancial Assets:
Goodwill and identifiable
intangibles
Other assets

Total assets

Fair
Value

Carrying
Amount

Fair
Value

$ 14,312,000 $ 14,312,000 $ 13,578,000 $ 13,578,000
6,371,000
6,371,000
5,761,000
5,761,000

5,683,000
9,516,000
12,043,000
4,656,000
149,873,000
(3,554,000)

5,683,000
9,516,000
12,043,000
4,332,000
—
—

5,899,000
6,941,000
9,849,000
8,167,000
136,412,000
(3,690,000)

5,899,000
6,941,000
9,849,000
7,292,000
—
—

146,319,000
5,500,000
2,295,000

147,200,000
5,500,000
2,295,000

132,722,000
4,500,000
1,069,000

135,800,000
4,500,000
1,069,000

206,085,000 $206,642,000

189,096,000 $191,299,000

5,998,000
12,562,000

6,445,000
13,667,000

$224,645,000

$209,208,000
(continued)
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December 31
19X6

Financial Liabilities:
Deposits:
Noninterest-bearing deposits
Interest bearing

Total financial liabilities

Fair
Value

160,494,000

160,983,000

154,394,000

154,828,000

11,543,000
7,627,000
2,295,000
14,723,000

11,543,000
8,000,000
2,295,000
15,100,000

8,788,000
5,053,000
1,069,000
14,823,000

8,788,000
5,000,000
1,069,000
15,000,000

196,682,000 $197,921,000

184,127,000 $184,685,000

7,741,000
20,222,000

6,190,000
18,891,000

$224,645,000

$209,208,000

Nonfinancial liabilities
Shareholders' Equity

Off-Balance Sheet Financial
Instruments:
Interest contracts
Loan commitments
Letters of credit

Carrying
Amount

$121,983,000 $121,983,000 $117,828,000 $117,828,000
38,511,000
39,000,000
36,566,000
37,000,000

Total deposits
Federal funds purchased and
repurchase agreements
Other borrowed funds
Acceptances outstanding
Long-term debt

Total Liabilities and Shareholders'
Equity

19X5
Fair
Value

Carrying
Amount

$

90,000
1,000,000
50,000
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$

92,000 $
1,500,000
60,000

6,000 $
750,000
10,000

(296,000)
650,000
8,000

Comment Letter
We welcome any comments and suggestions you have regarding this Checklist. Please send this
completed form to: AICPA Accounting and Auditing Publications Team, Harborside Financial Center,
201 Plaza Three, Jersey City, NJ, 07311-3881. Thank you.

Checklist Title:_______________________________________________________________________________

Comments and Suggestions:

TECHNICAL HOTLINE

The AICPA Technical Hotline answers
inquiries about specific audit or accounting problems.
Call Toll Free
(800) TO-AICPA or
(800) 862-4272

This service is free to AICPA members.

www.aicpa.org
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